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TRADE REFORM

WEDNESDAY, MAY 9, 1973

HOUSE OF REPRESENTATIVES, 
COMMITTEE ON WAYS AND MEANS,

Washington,, D.C.
The committee met at 10 a.m., pursuant to notice, in the committee 

room, Longworth House Office Building, Hon. Wilbur D. Mills (chair 
man of the committee) presiding.

The CHAIRMAN. The committee will please be in order.
Today we begin public hearings on the subject of foreign trade. 

We have before us the administration proposal, which is in bill form, 
as well as a number of other proposals which have been referred to 
the Ways and Means Committee.

Without objection, the press releases of April 10 and 17, announc 
ing the hearing will be included in the record at this point. Is there any 
objection ?

None is heard.
[The documents referred to follow:]

[Committee on Ways and Means—Press Release No. 4, April 10,1973]
CHAIRMAN WILBUE D. MILLS (D., ABK.), COMMITTEE ON WAYS AND MEANS, U.S. 

HOUSE OF REPRESENTATIVES, ANNOUNCES PUBLIC HEARINGS To BEGIN ON MON 
DAY, MAY 7, 1973, ON ADMINISTRATION PROPOSALS RELATING TO FOREIGN TRADE 
AND TABIFF AND ON ALL OTHER PROPOSALS PENDING BEFORE COMMITTEE ON 
THESE SUBJECTS
Chairman Wilbur D. Mills (D., Ark.), Committee on Ways and Means U.S. 

House of Representatives, today announced that the Committee on Ways and 
Means would begin public hearings on Monday, May 7,1973, on the Administration 
proposals, submitted to the Congress today, relating to foreign trade and tariff 
matters, and on all other legislative proposals pending before the Committee 
to amend the tariff and trade laws. The language of the Administration proposals 
("The Trade Reform Act of 1973") as well as an analysis and summary thereof 
is attached to this press release. The hearings will also include the "Treasury 
Recommendations on Changes in the Taxation of Foreign Service Income," a copy 
of which is also attached to this press release.

The leadoff witnesses will be representatives of the Administration who will 
testify during the first several days of these public hearings and will include the 
Secretaries of Treasury, State, Commerce, Labor, Agriculture, Interior, Special 
Representative for Trade Negotiations, Executive Director of Council on Inter, 
national Economic Policy, and Chairman of Council of Economic Advisers.

Testimony from the general public will begin on Monday, May 14, 1973.
(D



DETAILS FOB SUBMISSION BY INTERESTED PUBLIC OF BEQUESTS TO Bp HEABD

Cutoff Date for Requests to be Heard.—Requests to be heard must be submitted 
by no later than the close of business Friday, April 27, 1973. All requests should 
be submitted to:

John M. Martin, Jr.
Chief Counsel
Committee on Ways and Means
1102 Longworth House Office Bldg.
Washington, D.C. 20515
Telephone: (202) 225-3625

Notification will be made as promptly as possible after this cutoff date as to 
when witnesses have been scheduled to appear. Once the witness has been advised 
of his date of appearance, it is not possible for this date to be changed. If a 
witness finds that he cannot appear on that day, he may wish to either sub 
stitute another spokesman in his stead or file a written statement for the 
record of the hearing in lieu of a personal appearance, because under no cir 
cumstance will the date of an appearance be changed.

Coordination of Testimony.—In view of the overall heavy legislative schedule 
of the Committee for this session of the Congress and thus the limited amount of 
time that can be set aside by the Committee in which to complete this hearing, 
it is requested and it is most important that all persons and organizations with 
the same general interest designate one spokesman to represent them so as to con 
serve the time of the Committee and the other witnesses, prevent repetition and 
assure that all aspects of the subjects being discussed at these hearings can be 
given appropriate attention.

The Committee will be pleased to receive from any interested organization or 
person a written statement for consideration for inclusion in the printed record 
of the hearing in lieu of a personal appearance. These statements will be given 
the same full -consideration as though the statements had been presented in 
person. s

Allocation of Time of Witnesses.—Because of the heavy legislative schedule of 
the Committee, which will limit the total time available to the Committee in 
which to conduct these hearings, and to assure fairness to all witnesses and all 
points of view, it will be necessary to allocate time to witnesses for the presenta 
tion of their own direct oral testimony. If the witness wishes to present a long and 
and detailed statement to the Committee, it will be necessary for him to confine 
his oral presentation to a summary of his views while submitting a detailed 
written statement for the Committee members' consideration and review. Such 
additional written statements will be included in the record of these hearings.

Contents of Requests to be Heard.—The request to be heard must contain the 
following information, otherwise delay may result in the proper processing of a 
request:

(1) the name, full address and capacity in which the witness will appear;
(2) the list of persons or organizations the witness represents and in the 

case of associations and organizations their address or addresses, their 
total membership and where possible a membership list;

(3) if a witness wishes to make a statement on his own behalf, he must 
still nevertheless indicate whether he has any specific clients who have an 
interest in the subject, or in the alternative, he must indicate that he does 
not represent any clients having an interest in the subject he will be dis 
cussing;

(4) the amount of time the witness desires in which to present his own 
direct oral testimony (answers to questions of Committee members are, of 
course, not to be included in the time the witness may request) ;

(5) if the witness is testifying on any specific proposal or proposals, an 
indication of whether or not he is supporting or opposing such proposal or 
proposals ; and

(6) a topical outline or summary of the comments and recommendations 
which the witness proposes to make.

Submission of Prepared Written Statements by Witnesses Malting Personal 
Appearances.—With respect to oral testimony, the rules of the Committee require 
that prepared statements be submitted to the Committee office no later than 48 
hours prior to the scheduled appearance of the witness. Seventy-five (75) copies



of the written statements would be required in this instance; an additional 
seventy-five (75) may be submitted for distribution to the press and the 
interested public on the witness' date of appearance.

Submission of Written Statements for the Printed Record instead of Appear 
ing in Person.—Any interested organization or person may submit a written 
statement in lieu of a personal appearance for consideration for inclusion in the 
printed record of these hearings. Such statements should be submitted by a 
date to be specified later, in triplicate. In any event, such written statements will 
be accepted by the Committee during the entire course of these hearings. An addi 
tional seventy-five (75) copies of written statements for the printed record will 
be accepted for distribution to the press and the interested public if submitted 
before the final day of the public hearings.

Format of All Written Statements.—It is very important that all prepared 
statements contain a summary of the testimony and recommendations and that 
throughout the statement itself pertinent subject headings be used.

Re-submission of Requests to&tte Heard Where Request Already Made.—If a 
prospective witness has already submitted a request to be heard on any of the 
subjects covered by this hearing, it is now at this time necessary to re-submit 
request if the individual or organization is still interested in appearing in per 
son, furnishing the above information and otherwise conforming to the rules set 
forth for conducting these hearings.

[Committee on Ways and Means, Press Release No. 6, April 17,1973]
CHAIRMAN WILBUK D. MILLS (D., ARK.), COMMITTEE ON WAYS AND MEANS, U.S. 

HOUSE OF REPRESENTATIVES, ANNOUNCES THAT ADMINISTRATION TESTIMONY ON 
THE PRESIDENT'S TRADE PROPOSALS WILL BEGIN ON MAY 9 INSTEAD OP MAY 7 AS 
PREVIOUSLY SCHEDULED
Chairman Wilbur D. Mills (D., Ark.), Committee on Ways and Means, U.S. 

House of Representatives, today announced that the testimony of Administra 
tion witnesses on the President's trade proposals would begin on the morning 
of Wednesday, May 9, instead of Monday, May 7, as previously scheduled.

The Chairman stated that the change in plans resulted from the request of 
Secretary of the Treasury, the Honorable George P. Shultz, in order that Sec 
retary Shultz might attend the meeting of the Inter-American Development 
Bank at Kingston, Jamaica, which will be held on May 7 through May 9. The 
Secretary was anxious to attend the meeting because the Finance Ministers of 
most of the South American countries will be in attendance. Therefore, since 
Secretary Shultz is to be the first witness on the President's trade proposals, 
the public hearings before the Committee on Ways and Means will begin on the 
morning of Wednesday, May 9, instead of Monday, May 7.

The CHAIRMAN. Also without objection, a copy of the administra 
tion bill, along with the President's message and the explanation of 
the bill, H.R. 6767, as introduced, will be included in the record at 
this point. Is there objection?

None is heard.
[The documents referred to follow:]
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IN THE HOUSE OF REPRESENTATIVES
APRIL 10,1973

Mr. MILLS of Arkansas (for himself, Mr. SOHNEEBELI, Mr. CONABLE, Mr. 
- CHAMBERLAIN, Mr. CLANCY, Mr. BHOTZMAN, Mr. PETTIS, and Mr. DUNCAN) 

introduced the following bill; which was referred to the Committee on 
Ways and Means

A BILL
To promote the development of an open, nondiscriminatory, and 

fair world economic system, to stimulate the economic 
growth of the United States, and to provide the President 
with additional negotiating authority therefor, and for other 
purposes.

1 Be it enacted by the Senate and House of Eepresenta-

2 lives of the United States of America in Congress assembled,

3 That this Act, with the following table of contents, may be

4 cited as the "Trade Reform Act of 1973". 

I



TABLE OF CONTENTS 
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CHAPTER 2—ANTIDUMPING DUTIES 
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Sec. 330. Amendments to section 303 of the Tariff Act of 1930.

CHAPTER 4—UNFAIR PRACTICES IN IMPORT TRADE 
Sec. 350. Amendments to section 337 of the Tariff Act.

TITLE IV—INTERNATIONAL TRADE POLICY 
MANAGEMENT
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TITLE V—TRADE RELATIONS WITH COUNTRIES NOT 
ENJOYING MOST-FAVOBED-NATION TREATMENT
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TITLE VI—GENERALIZED SYSTEM OF PREFERENCES

Sec. 601. Purposes.
Sec. 602. Authority to extend, preferences.
Sec. 603. Eligible articles.
Sec. 604. Beneficiary developing country.
Sec. 605. Limitations on preferential treatment.
Sec. 606. Definitions.
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TITLE VII—GENERAL PROVISIONS
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Sec. 702. Reports.
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Sec. 705. Definitions.
Sec. 706. Relation to other laws.
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1 SECTION 1. SHOET TITLE.—This Act may be cited as

2 the "Trade Keform Act of 1973".

3 SEO. 2. STATEMENT OP PURPOSES.—The purposes of

4 this Act are—

5 (a) to provide authority in the trade field support-

6 ing United States participation in an interrelated effort

7 to develop an open, nondiscriminatory and fair world

g economic system through reform of international trade

9 rules, formulation of international standards for invest-

10 ment and tax laws and policies, and improvement of the

H international monetary system;

12 (b) to facilitate international cooperation in eco-

1$ nomic affairs for the purpose of providing a means of

14 solving international economic problems, furthering

15 peace and raising standards of living throughout the

1G ' world;

8-006 O - 73 - pt. 1 -- 3
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1 (c) to stimulate the economic growth of the United

2 States and enlarge foreign markets for the products, of

3 United States commerce (including agriculture, manu-

4 factoring, mining, and fishing) by furthering the expan-

5 sion of world trade through the progressive reduction and

6. elimination of barriers to trade on a basis of mutual

7 benefit and equity;

8 (d) to establish a program of temporary import re-

9 lief to facilitate adjustment of sections of the domestic

10 economy adversely affected by increased imports, con-

11 sistent with anticipated multilateral safeguard rules being

12 negotiated with other trading nations;

13 (e) to provide trade adjustment assistance to work-

14 ers adversely affected by increased imports;

.15 (f) improve the means of dealing with problems

16 of unfair import competition;

17 (g) to provide additional authority for the Presi-

18 dent to facilitate his negotiations with foreign nations

19 to obtain, for exports of American producers fair treat-

20 ment and equitable access to foreign markets;

21. (h) to provide the President with more flexible

22 authority to deal with matters affecting trade, including

23 . the full exercise of United. States rights in the context

24 of international agreements and the use of temporary
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1 measures to deal with balance of payments disequilibria

2 and to restrain inflation; .^ ' •

3 (i) to enable the United'States to-take advantage

4 •' "• of/new trade opportunities with Countries with which

5 it has not had trade agreement relations in the recent

6 past; and '

7 (j) to provide for United States participation in the

8 common effort of developed countries to open their mar-

9 kets on a generalized preferential basis to the products

10 of developing countries. ;

11 TITLE I—AUTHOEITY 10B NEW. NEGOTIATIONS

12 CHAPTER 1—GENERAL AUTHORITIES

13 SEC. 101. BASIC AUTHORITY FOR TRADE AGREE-

14 MENTS.—Whenever the President .determines that any of the

15 purposes of this Act will be promoted thereby, the President

16 inay—

17 (1) after the date of enactment of this Act, and be-

18 fore five years from that date, enter into trade agree'

19 ments with foreign countries or instrumentalities there'

20 of; and

21 (2) provide for such modification or continuance

22 of any existing duty, such continuance of existing duty-

23 ' free or excise treatment, or such additional duties, as he

24 determines to be required or appropriate to carry out any

25 such trade agreement.
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1 SBO. 102. STAGING REQTJIBEMENTS AND BOUNDING
2 AUTHORITY.— (a) Except as otherwise provided in this
3 section, the aggregate reduction in the rate of duty on any

4 article which is in effect on any day pursuant to a trade

5 agreement under this title shall not exceed the aggregate

6 reduction which would have been in effect on such day—

7 (1) one-fifth of the total reduction under such

8 agreement or a reduction of 3 per centum ad valorem (or

9 ad valorem equivalent) whichever is greater, had taken

10 effect on the date of the first action pursuant to section

11 101 (b) to carry out such trade agreement, and

12 (2) the remainder of such total reduction had taken

13 effect at one-year intervals after the date referred to in

14 pargaraph (1) in installments equal to the greater of

15 3 per centum ad valorem (or ad valorem equivalent)

16 or one-fourth of such remainder.

17 (b) After any part of a reduction takes effect, then any

18 time thereafter during which such part of the reduction is not

19 in effect by reason of action taken pursuant to chapter 1 of

20 title II of this Act shall be excluded in determining the one-

21 year intervals referred to in subsection (a) (2).

22 (c) If the President determines that such action will

23 simplify the computation of the amount of duty imposed with

24 respect to an article, .he may exceed the limitation provided
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I- by subsection (a) of this section by not more than whichever

'2 of'the following is lesser: . . ,

3 - {!) the difference between the limitation and the

4 next lower whole number, or

5 (2) one-half of 1 per centum ad valorem, or ad

6 valorem equivalent.

7 (d) The provisions of subsection (a) need not be

8 applied if the total reduction in the rate of duty does not

9 exceed 10 per centum of the rate prior to the reduction.

10 (e) Nothing contained herein shall prevent the Presi-

11 dent, whetfe he determines that it is appropriate, from pro-

12 viding in the case of certain products, that reductions pur-

13 suant to a trade agreement under this title shall become fully

14 effective over a longer period of time than that provided in

15 subsection (a). ,

16 SBO. 103. NONTAETJPP BABBIBBS TO TEADB.—(a) The

17 Congress finds that trade barriers and other distortions of

I8: international tirade are reducing the growth of foreign

19 markets for the products of United States commerce (in-

20 eluding agriculture, manufacturing, mining, and fishing),

21 diminishing the intended mutual benefits of reciprocal trade

22 concessions, and preventing the development of open and

23 nondiscriminatory trade among nations. It is the will of the

24 Congress that the President take all appropriate and feasible

25 steps within his power to reduce, eliminate, or harmonize
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1 barriers and other distortions of international trade in order

2 to further the objective of providing better access for prod-

3 ucts of the United States to foreign markets.

4 (b) In order to further the objectives of subsection (a),

5 the President is urged to negotiate trade agreements with

6 other countries and instrumentalities providing on a basis of

7 mutuality for the reduction, elimination, or harmonization

8 of harriers and other distortions of international trade.

9 Nothing in this subsection or in subsection (a) shall be con-

10 strued as prior approval of any legislation that may be

11 necessary to implement an agreement concerning trade

12 barriers and other distortions of international trade.

13 (c) The President, whenever he finds that it will be of

14 substantial benefit to the United States, is hereby authorized

15 to take any action required or appropriate to carry out any

16 trade agreement negotiated pursuant to subsection (b), to

17 the extent that such implementation is limited to a reduction

18 of the burden on trade resulting from methods of customs

19 valuation, from establishing the quantities on which assess-

20 ments are made, and from requirements for marking of coun-

21 try of origin.

22 (d) Whenever the President enters into a trade agree-

23 ment providing for the reduction, harmonization, or elimina-

24 tion of barriers or other distortions of international trade, and

25 the President determines that it is necessary or appropriate
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.1 to seek additional action by Congress in order to implement

2 such agreement, he may authorize the entry into force of

3 such agreement and issue such orders as may be necessary

4 for the United States to fulfill its obligations under such

5 agreement, subject to the procedures contained in sub-

6 section (e).

7 , (e) Orders issued pursuant to subsection (d) shall be

8 valid pursuant to this section—

9 (1) only if the President has given notice to the

10 Senate and to the House of Representatives of his inten-

11 tion to utilize this procedure, such notice to be given at

12 least ninety days in advance of his entering into an

13 agreement;

14 (2) only after the expiration of ninety days from

15 the date on which the President delivers a copy of such

16 agreement to the Senate and to the House of Represent-

17 atives, as well as a copy of his proposed orders in

18 relation to existing law and a statement of his reasons

19 as to how the agreement serves the interests of United

20 States commerce and as to why the proposed orders are

21 necessary to carry out the agreement; and

22 (3) only if between the date of deEvery of the

23 agreement to the Senate and to the House of Represent-

24 atives and the expiration of the ninety-day period re-

25 ferred to in subsection (e) (2) above, neither the Sen-
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1 ate nor the House of Representatives has adopted a

2 resolution, by an affirmative vote by the yeas and nays

3 of a majority of the authorized membership of that

4 House, stating that it disapproves of the agreement.

5 For purposes of subsection (e) (2), in the computation of

6 the ninety-day period there shall be excluded the days on

7 which either House is not in session because of adjournment of

8 more than three days to a day certain or an adjournment

9 of the Congress sine die. The notices referred to in sub-

10 section (e) (1) and the documents referred to in subsection

11 (e) (2) shall be delivered to both Houses of the Congress

12 on the same day and shall be delivered to the Clerk of the

13 House of Representatives if the House .of Representatives

14 is not in session and to the Secretary of the Senate if the

15 Senate is not in session.

16 CHAPTER 2—HEARINGS AND ADVICE CONCERNING

17 NEGOTIATIONS PURSUANT TO TITLE I

18 SUBGHAPTER A—TITLE I PRENEGOTIATION

19 REQUIREMENTS

20 SEC. 111. TARIFF COMMISSION ADVICE.—(a) In
21 connection with any proposed trade agreement under sec-

22 tion 101, the President shall from time to time publish

23 and furnish the Tariff Commission with lists of articles

24 which may be considered for modification or continuance
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1 of United States duties, continuance of United States

2 duty-free or excise treatment, or additional duties.

.3 (b) Within six months after receipt of such a list,

4 the Tariff Commission shall advise the President with

5 respect to each article of its judgment as to the probable

6 economic effect of modifications of duties on industries

7 producing like or directly competitive articles, so as to

8 assist the President in making an informed judgment as

9 to the impact that might be caused by such modifications

10 on United States industry, agriculture, and labor.

11 (c) In preparing its advice to the President, the

12 Tariff Commission shall, to the extent practicable—

13 (1) investigate conditions, causes, and effects

14 relating to competition between the foreign indus-

15 tries producing the articles in question and the

16 domestic industries producing the like or directly

17 competitive articles;

18 (2) analyze the production, trade, and consumption

19 of each like-or directly competitive article, taking into

20 consideration employment, profit levels, and use . of

.21 productive, facilities with respect to the domestic in-

22 dastries concerned, and such other economic factors

23 - in such industries as it considers relevant, including

24 prices, wages, sales, inventories, patterns of demand,
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1 capital investment, obsolescence of equipment, and di-

2 versification of production; ., t

3 (3) describe tbe probable nature and extent of any

4 significant change in employment, profit levels, use of

5 productive facilities and such other conditions as it

G deems relevant in the domestic industries concerned

7 which it believes such modifications would cause; and

!3 (4) make special studies (including studies of real

9 wages paid in foreign supplying countries), whenever

10 deemed to be warranted, of particular proposed modifi-

11 cations affecting United States industry, commerce,

12 agriculture, mining, fishing, and labor, utilizing to the

l;j fullest extent practicable United States Government

14. facilities abroad and appropriate personnel of the United

15 States.

16 (d) In preparing its advice to the President, the Tariff

17 Commission shall, after reasonable notice, hold public

18 hearings.

19 SEC. 112. ADVICE FEOM DBPABTMENT.— (a) Before

20 any trade agreement is entered into under sections 101 and

21 103 of this title, the President shall seek information and

22 advice with respect to each agreement from the Departments

23 of Agriculture, Commerce, Defense, Interior, Labor, State,

24 Treasury, and the Special Representative for Trade Negotia-

25 tions, and from other sources as he may deem appropriate.
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1 (b) Whenever the President or any agency seeks advice

2 of selected industry, labor, and agriculture groups concerning

3 United States negotiating objectives and bargaining positions

4 in specific product sectors prior to entering into a trade agree-

5 ment under this title, the meetings of such advisory groups

6 shall be exempt from the requirements relating to open meet-

7 ings and public participation contained in section 10 (a) (1)

8 and (3) of the Federal Advisory Committee Act.

9 SEC. 113. PUBLIC HEARINGS.— (a) In connection with

10 any proposed trade agreement under sections 101 and 103 of

11 this title, the President shall afford an opportunity for any

12 interested person to present his views concerning any article

13 on a list published pursuant to section 111, any article which

14 should be so listed, any concession which should be sought by

15 the United States, or any other matter relevant to such pro-

16 posed trade agreement. For this purpose, the President shall

17 designate an agency or an interagency committee which

18 shall, after reasonable notice, hold public hearings, and pre-

19 scribe regulations governing the conduct of such hearings.

20 (b) The organization holding such hearings shall fur-

21 nish the President with a summary thereof.

22 SBC. 114. PREREQUISITE FOR OFFERS.—In any negoti-

23 ations seeking an agreement under section 101, the President

24 may make an offer for the modification or continuance of

25 aaiiy duty, or continuance of duty-free or excise treatment,
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1 with respect to any article only after he has received a sum-

2 mary of the hearings at which an opportunity to be heard

3 with respect to such article has been afforded under section

4 113. In addition, the President may make such an offer

5 only after he has received advice concerning such article

6 from the Tariff Commission under section 111 (b), or after

7 'the expiration of the relevant six-month period provided for

8 in that section, whichever first occurs.

9 STTBCHAPTEB B—CONGRESSIONAL LIAISON

10 SBC. 121. TRANSMISSION OF AGEEBMENTS TO CON-

11 GEESS.—As soon as practicable after a trade agreement

12 entered into under section 101 or 103 has entered into

13 force with respect to the United States, the President shall,

14 if he has not previously done so, transmit a copy of such

15 trade agreement to each House of the Congress together

16 with a statement, in the light of the advice of the Tariff

17 Commission under section 111 (b), if any, and of other rele-

18 vant considerations, of his reasons for entering into the agree-

19 ment.

20 TITLE II—RELIEF FROM DISRUPTION CAUSED

21 BY FAIR COMPETITION

22 CHAPTEE 1—IMPORT RELIEF

23 SEC. 201. INVESTIGATION BY TARIFF COMMISSION.—

24 (a) (1) A petition for eligibility for import relief for the

25 purpose of facilitating orderly adjustment to import competf-
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1 tion may be filed with the Tariff Commission by an entity,

2 including a trade association, firm, certified or recognized

3 union, or group of workers, which is representative of an

4. industry. The petition shall include a statement describing

5 the specific purpose for which import relief is being sought,

6 which may include such objectives as .facilitating the orderly

7 transfer of resources to alternative employment and other
8 means of adjustment to new conditions of competition.

9 (2) Whenever a petition is filed under this subsection,

10 the Tariff Commission shall transmit a copy thereof to the

11 Special Representative for Trade Negotiations and the agen-

12 cies directly concerned.

18 (b) (1) Upon the request of the President or the Spe-

14 cial Representative for Trade Negotiations, upon resolution

15 of either the Committee on Finance of the Senate or the

16 Committee on Ways and Means of the House of Represent-

17 atives, upon its own motion, or upon the filing of a petition

18 under subsection (a) (1), the Tariff Commission shall

19 promptly make an investigation to determine whether an

20 article is being imported into the United States in such in-

21 creased quantities as to be the primary cause of serious in-

22 jury, or the threat thereof, to the domestic industry producing

23 articles like or directly competitive with the imported article.

.24 ' (2) In making its determination regarding serious in-

25 jary or threat thereof, the Tariff Commission shall take into
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1 account all economic factors which it considers relevant, in-
2 eluding significant idling of productive facilities in the in-

3 dustry, inability of a significant number of firms to operate

4 at a reasonable level of profit, and significant unemployment

5 or underemployment within the industry.

6 (3) In making its determination regarding primary

7 cause, the Tariff Commission shall take into account all fac-

8 tors it considers relevant, including the extent to which cur-

9 rent business conditions within the industry may have con-

10 tributed to the competitive difficulties which the firms in the

11 industry have been experiencing.

12 (4) In addition, the Tariff Commission shall, for the

13 purpose of assisting the President in making his determina-

14 tions under sections 202 and 203, investigate and report on

15 efforts made by the firms in the industry to compete more

16 effectively with imports.

1^ (5) In each investigation under this subsection in which

18 it is requested to do so pursuant to the petition, request; or

19 resolution referred to in subsection (b) (1) or on its own

20 motion, the Tariff Commission shall determine whether there

21 exists a condition of market disruption as defined in sub.

22 section (f) below. If the Tariff Commission finds serious

23 injury, or the threat thereof, a finding of market disruption

24 shall constitute prima facie evidence that increased quantities
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1 of imports of the like or directly competitive articles are the

2 primary cause of such injury or threat thereof.

3 . (c) In the course of any proceeding under subsection

4 (b), the "Tariff Commission shall, after reasonable notice,

5 hold public hearings and shall afford interested parties an

6 opportunity to be present, to present evidence, and to be

7- heard at such hearings.

.8 (d) (I) The Tariff Commission shall report to the Presi-

9 dent its findings under subsection (b) and the basis therefor

10 and include in each report any dissenting or separate views.

11 The Tariff Commission shall furnish to the President a tran-

,12 script of the hearings and any briefs which may have been

13 submitted in connection with each investigation.

14 . (2) The report of the Tariff Commission of its deter-

15 , mination under subsection (b) shall be made at the earliest

16 practicable time, but not later than three months after the
17 date on which the petition is filed (or the date on which the

18 request or resolution is received or the motion is adopted, as

19 the case may be), unless prior to the end of the three-month

20 period, the Tariff Commission makes a finding that a fair and

21 thorough investigation cannot be made within that time and

22 publishes its finding in the federal Kegister. In such cases,

23 the period within which the Tariff Commission must make its

24- report shall be extended by two months.

25 (3) Upon making its report to the President, the Tariff
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1 Commission shall also promptly make it public (with the

2 exception of information which the Commission determines to

3 be confidential) and have a summary of it published hi the

4 Federal Eegister.

5 (e) No investigation for the purposes of this section

6 shall be made with respect to the same subject matter as a

, 7 previous investigation under this section, unless one year has

8 elapsed since the Tariff Commission made its report to the

9. President of the results of such previous investigation.

10 (f) (1) For the purposes of this section the term "the

11 primary cause" means the largest single cause;

12 (2) For the purposes of this section, a condition of

13 market disruption shall be found to exist whenever a showing

14 has been made that imports of a like or directly competitive

15 article are substantial, that they are increasing rapidly both

16 absolutely and as a proportion of total domestic consumption,

17 and that they are offered at prices substantially below those

18 of comparable domestic articles.

19 (g) Any investigation by the Tariff Commission under

20 subsection (b) of section 301 of the Trade Expansion Act of

21 1962 (as in effect before the date of the enactment of this

22 Act) which is in progress immediately before such date of

23 enactment shall be continued under this section in the same

24 manner as if the investigation had been instituted originally

25 under the provisions of this section. For purposes of sub-
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1 section (d) (2), the petition for any investigation to which
2 the preceding sentence applies shall be treated as having been

3 filed, or the request or resolution as having been received

4 or the motion having been adopted, as the case may be,

5 on the date of the enactment of this Act.

6 (h) If, on the date of the enactment of this Act, the

7 President had not taken any action with respect to any report

8 of the Tariff Commission containing an affirmative deter-

9 mination resulting from an investigation undertaken by it

10 pursuant to section 301 (b) of the Trade Expansion Act of

11 1962 (as in effect before the date of the enactment of this

12 Act) such report shall be treated by the President as a report

13 received by him under this section on the date of the

14 enactment of this Act.

15 SEC. 202. PEBSIDEKTIAI/ ACTION AFTER INVESTIGA-
16 Tioirs.— (a) After receiving a report from the Tariff Corn- 

17 mission containing an affirmative finding that increased im-

18 ports have been the primary cause of serious injury or threat

19 thereof under section 201 (d) with respect to an industry,

20 the President may—

21 (1) provide import relief for such industry in

22 accordance with section 203; or

23 (2) direct the Secretary of Labor to give expedi-

24 '•• tious consideration to petitions for adjustment assistance

25 for workers in the industry concerned; or

16-006 O - 73 - P'. 1 -" 4
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1 .. ; (3) take any combination of these actions.

2 (b) Within sixty days after .receiving a report from the

3 Tariff Commission containing an affirmative: finding under 

4. section, 201 (b), the President shall make his determination

5 whether to.provide import relief pursuant to section 203:

6 Provided, That in the event the Tariff Commission -was

7 equally divided, the President shall act within one hundred

8 and twenty days. If the President determines not to provide

9 import relief, he shall immediately submit a report to the

10 House of Representatives ,and to the Senate stating the

11 considerations on which his decision was based.._. •

12 (c) In determining whether to, provide import relief

13 pursuant to section 203, the President shall takesjato. account;

14 in addition to such other considerations as :he may deem

15 relevant— . ' . ,'.:

16 (1) information .and advice frorn the Secretary of

17 Labor on the extent to which workers in the industry

18 have applied for, are receiving, o/r are, likely to receive

19 adjustment assistance or benefits'frotH' other manpower

20 programs; •.';, • . . .

21 (2) the probable effectiveness of import relief as^a

22 means to promote achievement of the adjustment pur-

23 pose, the efforts being made or to be implemented by the

24 industry concerned to adjust to import competition and
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1 other considerations relative to the position of the indus-

2 try in the Nation's economy;

3 (3) the effect of import relief upon consumers, in-

4 eluding the price and availability of the imported article

5 and the like or directly competitive article produced in

6 the United States, and upon competition in the domestic

7 markets for such articles;

8 (4) the effect of import relief on United States inter-

9 national economic interests;

10 (5) the impact upon United States industries and

11 firms as a consequence of any possible modification of

12 duties or other import restrictions which may be required

13 for purposes of compensation;

14 (6) the geographic concentration of imported prod-

15 ucts marketed in the United States; and

16 (7) alternative economic and social costs that would

17 be incurred by taxpayers, communities, and workers, if

18 import relief were or were not provided.

19 (d) The President may, within forty-five days after the

20 date on which he receives an affirmative finding of the Tariff

21 Commission under section 201 (b) with respect to an in-

22 dustry, request additional information from the Tariff Corn- 

23 mission..The Tariff Commission shall as soon as practicable

24 but in no event more than sixty days after the date on which

25 it receives the President's request, furnish additional informa-
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1 tion with respect to such industry in a supplemental report.

2 For purposes of subsection (b), the date on which the

3 President receives such supplemental report shall be treated

4 as the date on whiqh the President received the affirmative

5 finding of the Tariff Commission.

6 SEC. 203. IMPOBT RELIEF.—(a) If the President

7 determines pursuant to section 202 to provide import relief,

8 he shall, to the extent and for such tune, (not to exceed five

9 years) that he determines necessary to prevent, or remedy

10 serious injury or the threat thereof to the industry in ques-

11 tion and to facilitate the orderly adjustment to new com*

12 petitive conditions by the industry in question—

13 (1) provide an increase in, or imposition of, any

14 duty or other import restriction on the article causing or

15 threatening to cause serious injury to such industry; or

16 (2) suspend, in whole or in part, the application

17 of items 806.30 or 807.00 of the Tariff Schedules of the

18 United States with respect to such article; or

19 (3) negotiate orderly marketing agreements with

20 foreign countries limiting the export from foreign coun-

21 tries and the import into the United States of the article

22 causing or threatening to cause serious injury to such
	 *

23 , industry; or • ,

24 .. (4) take any combination of such actions.

25 . (b) Import relief provided pursuant to subsection (a)
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1 shall become initially effective no later than sixty days after

2 the President's determination under section 202 to provide

: 3. , import relief, except that the applicable period within which 

4: import relief such be initially provided shall be one hundred

5 and eighty days if the President announces at the time of his

6 determination to provide import relief his intention to nego-

7 tiate one or more orderly marketing agreements pursuant

8 to subsection (a) (3) of this section.

9 (c) In order to carry out an agreement concluded

10. under subsection (a) (3), the President is authorized to

11 issue regulations governing the entry or withdrawal from

12 warehouse of articles covered by such agreement. In addi-

13 tion, in order to carry out one or more agreements concluded

14 under subsection (a) (3) among countries accounting for a

15 significant part of United States imports of the article cov-
^

16 ered by such agreements, the President is also authorized

17 to issue regulations governing the entry or withdrawal from

18 warehouse of the like articles which are the product of

19 countries not parties to such agreements.

20 (d) (1) Wherever the President has acted pursuant to

21 subsection (a) (1) or (2), he may at any time thereafter

22, while such import relief is in effect, negotiate orderly market-
»

23 ing agreements with foreign countries, and may, upon the

24 entry into force of such agreements, suspend or terminate,

25 in whole or in part, such other actions previously taken.
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1 (2) Any import relief provided pursuant to this sec-

2 tion (including relief provided under any orderly marketing

3 agreement) may be suspended, terminated, or reduced by

4 the President at any time 'and, unless renewed under sub-

5 section (d) (3), shall terminate not later than the close of

6 the date which is five years after the effective date of the

7 initial grant of any relief under this section.

, 8 (3) Any import relief provided pursuant to this sec-

9 tion (including any orderly marketing agreements) shall

10 be phased out during the period of import relief and, in the

11 case of a five-year term of import relief, the first reduction

12 of relief shall commence no later than the close of the date

13 which is. three years after the effective date of the initial

14 grant of relief. The phasing out of an orderly marketing

15 agreement may be accomplished through increases in the

16 amounts of imports which may be entered during a year.

17 (4) Any import relief provided pursuant to this section

18 (including any orderly marketing agreements) may be

19 renewed in whole or in part by the President for one two-

20 year period if he determines, after taking into account the

21 advice received from the Tariff Commission under subsection

22 (e) (2) and after taking into account the factors described

23 in section 202 (b), that such renewal is in the national

24 interest.

25 (e) (1) So long as any import relief pursuant to this
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1 section (including any orderly marketing agreements) re-

2 mains in effect, the Tariff Commission, shall keep under

3 review developments with respect to the industry concerned

4 and upon request of the President shall make reports to the

5 President concerning such developments.

6 (2) Upon petition on behalf of the industry concerned,

7 filed with the Tariff Commission not earlier than the date

8 which is nine months, and not later than the date which is

9 six months, before the date any import relief is to terminate

10 fully by reason of the expiration of the applicable period

11 prescribed pursuant to subsection (d) (2), the Tariff Corn- 

12 mission shall report to the President its findings as to the

13 probable economic effect on such industry of such termina-

14 tion as well as the progress and specific efforts made by the

15 firms in the industry concerned to adjust to import competi-

16 tion during the initial period of import relief.

17 (3) Advice by the Tariff Commission under subsection

18 (e) (2) shall be given on the basis of an investigation during

19 the course of which the Tariff Commission shall hold a hear-

20 ing at which interested persons shallbe given a reasonable

21 opportunity to be present, to produce evidence, and to be

22 heard. :

23 (f) No investigation for the purposes of section 201

24 shall be made with respect to an industry which has received
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1 import relief under this section unless two years have elapsed

2 since the expiration of import relief under subsection (d).

3 CHAPTER 2—ADJUSTMENT ASSISTANCE FOR WORKERS
4 SUBCHAPTER A—PETITIONS AND DETERMINATIONS
5 SEC. 221. PETITIONS.— (a) A petition for a certifica-

6 tion of eligibility to apply for adjustment assistance may 'be

7 filed with the Secretary of Labor (hereinafter in this chapter

8 referred to as "the Secretary") by a group of workers or by

9 their certified or recognized union or other duly authorized

10 representative. Upon receipt of the petition, the Secretary

11 shall promptly publish notice in the Federal Register that

12 he has received the petition and initiated an investigation.

13 (b) If the petitioner, or any other person found by the

14 Secretary to have a substantial interest in the proceedings,

15 submits not later than ten days after the Secretary's pu'bli-

16 cation of notice under subsection (a) a request for a hearing,

17 the Secretary shall provide for a public hearing and afford

18 such interested persons an opportunity to be present, to pro-

19 duce evidence, and to be heard. The Secretary may request

20 the Tariff Commission to hold any hearing required by this

21 section and submit the transcript thereof and relevant infor-

22 mation and documents to him within a specified time.

23 SEC. 222. GROUP ELIGIBILITY REQUIREMENTS.—A
24 group of workers shall be certified as eligible to apply for ad-

25 justment assistance under this chapter if the Secretary deter-
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1 mines that a significant number or proportion of the workers

2 in snch workers' firm or an appropriate subdivision of the

3 firm have become totally or .partially separated, or are

4 threatened to become totally or partially separated, that

5 sales or production, or both, of such firm or subdivision have

6 decreased absolutely, and that increases of imports of articles

7 like or directly competitive with articles produced by such

8 workers' firm or an appropriate subdivision. thereof con-

9 tributed substantially to; such total or partial separation, or

10 threat thereof. .

11 SBC, 223. DETERMINATIONS BY SECRETARY OF

12 LABOR.—(a) As soon as possible after the date on which a

13 petition is filed under section 221, but in. any event not

14 later than sixty days after that date, ; the Secretary shall

15 determine whether the petitioning group meets the require-

16 ments of section 222 and issue a certification of eligibility

17 to apply for assistance under this chapter covering workers

18 in any group which meets such requirements. Each certifi-

19 cation shall specify the date on: which the total or partial

20 separation began or threatened to begin..

21 (b) A certification under this section shall not apply

22 to any worker whose last total or partial separation from

23 the firm or appropriate subdivision, of the firm prior to his

24 application under section 231 occurred (1) more than one

25 year before the date of the petition upon which such certi-
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1 fication was granted of (2) more than six months prior to

2 the effective date of thisAct."

3 (c) Whenever the Secretary, concludes that the Tariff

'4 Commission can aid him in reaching a determination under

5 this section, he may request the Tariff Commission' to con-

6 duct an investigation of facts relevant to such determina-

7 tion and to report the results within a specified tune.

8 In his request, the Secretary may state the particular kinds

9 of data which he deems ; appropriate to be included. :

10 (d) Upon reaching Ms determination on a petition, the

11 Secretary shall promptly.publish a summary of the deter-

12 mination in the Eederal Register! ' ; !

13 (s) Whenever the Secretary determines, with respect

14 to any certification of eligibility of the workers of a firm

15 or subdivision of the firm, that total or partial separations

16 from such firm or subdivision are no longer attributable to

17 the conditions specified in section 222, he shall terminate such

18 certification and promptly have notice of such termination

19 published in the Federal Register. Such termination shall

20 apply only with respect to total or partial separations occur-

21 ring after the termination date specified by the Secretary.

22 StTBCHAPTBE B—PROGRAM BENEFITS

23 : Part I—Supplemental Payments

24 SEC. 231. QUALIFYING REQUIREMENTS FOE WOEK-

25 EBS.—An adversely affected worker covered by a certifica-
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1 tion under subchapter A who files an application with a

2 cooperating State agency shall, in accordance with the pro-

3 -visions of this subchapter, be paid a supplement to the State

4 unemployment insurance payments to which he is otherwise

5 entitled, if the following conditions are met:

6 (A) Such worker's last total or partial separation

7 prior to his application under this section, occurred— .

8 (1) on or after the date, as specified in the

9 certification under which he is covered, on which

10 total or partial separation began or threatened to

.11 begin in the adversely affected employment, and

12 (2) before the expiration of the two-year

Li period beginning on the date on which the deter-

14 mination under section 223 was made, and

15 (3) before the termination date (if any) de-

1® termined pursuant to section 223 (e) ; and

1? (B) Such worker had, in the fifty-two weeks im-

18 mediately preceding such total or partial separation, at

19 least twenty-six weeks of employment at wages of $30

20 or more a week in adversely affected employment with

21 a single firm or subdivision of a firm, or, if data with

22 respect to weeks of employment are not available, equiv-

23 alent amounts of employment computed under regu-

24 lations prescribed by the Secretary.
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1 SEC. 2-32. SUPPLEMENT TO UNEMPLOYMENT INSTIR-
2 ,ANCE.— (a) Any adversely affected worker who meets the

3 requirements of section 231 and receives States unemploy-

4 ment insurance payments for any week within the two-year

5 period beginning with the date on which his last total or

6 partial separation prior to his application under section 231

7 occurred shall receive a payment equal to the amount (if

8 any) by which the unemployment insurance payment he

9 receives under the applicable State law for such week is less

10 than the payment he would have received for such week had

11 the applicable State law provided that—

12 (1) the weekly benefit amount of any eligible indi-

13 vidual for a week of total unemployment shall be—

14 (i) an amount equal to at least one-half of such

15 individual's average weekly wage as determined by

16 the State agency; or
17 (ii) the maximum weekly benefit amount pay-
18 able under such State law, whichever is the lesser,
19 and

20 (2) the maximum weekly benefit amount shall be

21 no less than 66f per centum of the statewide average

22 weekly wage most recently computed before the begin-

23 - ning of the individual's benefit year.

24 (b) The amount of any weekly payment to be made
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1 under this section which is not a whole dollar amount shall

2 be rounded upward to the next higher whole dollar amount.

3 (c) For the purposes of this section —

4 (l) "benefit year" means a period as defined in

5 State law except that it shall not exceed one year begin-

6 ning subsequent to the end of an individual's base period.

7 (2) "base period" means a period as defined in

8 State law except that it shall be fifty-two consecutive

9 weeks, one year, or four calendar quarters ending not

10 earlier than six months prior to the beginning of an

11 individual's benefit year.

12 (3) "individual's average weekly wage" means—

13 (i) in a State which computes individual

14 weekly benefit amounts on the basis of high quarter

15 wages, an amount equal to one-thirteenth of an in-

16 dividual's high quarter wages; or

17 (ii) in any other State, an amount computed

lg by dividing the total amount of wages (irrespective

19 of the limitation on the amount of wages subject to

20 contribution under the State law) paid to such in-

21 dividual during his base period by the number of

22 weeks in which he performs services in employment

23 covered under such law during such period.

24 (4) "high quarter wages" means the amount of

25 wages for services performed in employment covered
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1 under the State law paid to an individual in that quarter

2 of his base period in which such wages were highest,

3 irrespective of the limitation on the amount of wages

4 subject to contributions under such State law.

5 (5) "Statewide average weekly wage" means the

6 amount computed by the State agency at least once

7 each year on the basis of the aggregate amount of

8 wages, irrespective of the limitation on the amount of

9 wages subject to contributions under such State law,

30 reported by employers as paid for services covered under

11 such State law during the first four of the last six

12 completed calendar quarters prior to the effective date

13 of the computation, divided by a figure representing

14 fifty-two times the twelve-month average of the num-

15 ber of employees in the pay period containing the twelfth

16 day of each month during the same four calendar quar-

17 ters, as reported by such employers.

18 PART II—TRAINING AND RELATED SBEVICBS

19 SEC. 233. EMPLOYMENT SEBVTOES.—The Secretary
20 shall make every reasonable effort to secure for adversely

21 affected workers covered by a certification under sub-

22 chapter A of this chapter counseling, testing, and placement

23 services, and supportive and other services, provided for

24 under any Federal law. The Secretary shall, whenever ap-

	H.E. 6767—
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1 propriate, procure such services through agreements with

2 cooperating State agencies.

3 SBC. 234. TRAINING.— (a) It the Secretary determines

4 that there is no suitable employment available for an ad-

5 versely affected worker covered by a certification under sub-

6 chapter A of this chapter, but that suitable employment

7 (which may include technical and professional employment)

8 would be available if the worker received appropriate train-

9 ing, he may authorize such training. Insofar as possible, the

10 Secretary shall provide or assure the provision of such train-

11 ing on a priority basis through manpower and related service

12 programs established by law.

13 (b) The Secretary may, where appropriate, authorize

14 supplemental assistance necessary to defray transportation

15 and subsistence expenses for separate maintenance when

16. training is provided in facilities which are not within com-

17 muting distance of a worker's regular place of residence. The

18 Secretary shall not authorize payments for subsistence ex-

19 ceeding. $5 per day; nor shall he authorize payments for

20 transportation expenses exceeding 10 cents per mile. '

21 (c) The Secretary shall not authorize any training pro-

22 gram under this section which begins more than one year

23 from certification under subchapter A or the applicant's last

24 total or partial separation prior to his application under sec-

25 tion 231, whichever is later.
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1 (d) Any adversely affected worker who, without good

2 cause, refuses to accept or continue, or fails to make satis-

3 factory progress in, suitable training to which he has been

4 referred by the Secretary shall not thereafter be entitled to

5 payments under this chapter until he enters or resumes the

6 training to which he has been so referred.

7 PART III—JOB SEARCH AND RELOCATION ALLOWANCES

8 SEC. 235. JOB SEARCH ALLOWANCES.— (a) Any ad-

9 versely affected worker covered by a certification under sub-

10 chapter A of this chapter who has been totally separated may

11 file an application with the Secretary for a job search allow-

12 ance. Such allowance, if granted, shall provide reimbursement

13 to the worker of 80 per centum of the cost of his necessary job

14 search expenses as prescribed by regulations of the Secretary:

15 Provided, That such reimbursement may not exceed $500

16 for any worker.

17 (b) A job search allowance may be granted only—

18 (1) to assist an adversely affected worker hi secur-

19 ing a job within the United States; ;

20 (2) where the Secretary determines that such

21 worker cannot reasonably be expected to secure suitable

22 employment in the. commuting area in which he resides ;

23 and

24 (3) where the worker has filed an application for

25 such allowance with the Secretary no later than one



39

	36

1 year from the date of his last total separation prior to his

2 application under section 231.

3 SBC. 236. RELOCATION ALLOWANCES.— (a) Any ad-

4 versely affected worker covered by a certification under sub-

5 chapter A of this chapter who is the head of a family as

6 defined in regulations prescribed by the Secretary and who

7 has been totally separated may file an application with the

8 Secretary for a relocation allowance, subject to the terms

9 and conditions of this section.

10 (b) A relocation allowance may be granted only to

11 assist an adversely affected worker in relocating within the

12 United States and only if the Secretary determines that

13 such worker cannot reasonably be expected to secure suit-

14 able employment in the commuting area in which he resides

15 and that such worker—

16 (1) has obtained suitable employment affording a

17 reasonable expectation of long-term duration in the area

18 in which he wishes to relocate, or

19 (2) has obtained a bona fied offer of such

20 employment.

21 (c) A relocation allowance shall not be granted to such

22 worker unless—

23 (1) for the week in which the application for such

24 allowance is filed, he is entitled to a payment under sec-

25 tion 232 or would be so entitled (determined without re-

96-006 O - 73 . pt j .. 5
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1 gard to whether he filed application therefor) but for the

2 fact that

3 (A) he has obtained the employment referred

4 to in subsection (b) -(I), or

5 (B) the unemployment insurance payment he

(> receives is equal to or greater than the payment he

. 7 would have received for such week had the appli-

8 cable State law provided as set forth in subsections

9 (1) and (2) of section 232 (a),

10 and

11 (2) such relocation occurs within a reasonable pe-

12 riod after the filing of such application or (in the case of

13 a worker undergoing vocational training under the provi-

14 sions of any Federal statute) within a reasonable period

15 after the conclusion of such training.

16 (d) For the purposes of this section, the term "reloca-

17 tion allowance" means—

18 (1) 80 per centum of the reasonable and necessary

19 expenses, as specified in regulations prescribed by the

20 Secretary, incurred in transporting a worker and his

21 family and their household effects, and

22 (2) a lump sum equivalent to three times the work-

23 er's average weekly wage, up to a maximum payment of

24 $500.
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1 STTBCHAPTEB C—GENERAL PKOVISIONS

2 SEC. 237. AGREEMENTS WITH STATES.— (a) The Sec-

3 retary is authorized on behalf of the United States to enter

4 into an agreement with any State, or with any State agency

5 (referred to in this chapter as "cooperating States" and "co-

6 operating State, agencies" respectively). Under such an

7 agreement, the cooperating State agency (1) as agent of

8 the United States, will receive applications for, and will

9 provide, payments on the basis provided in this chapter,

10 (2) where appropriate, will afford adversely affected work-

11 ers who apply for payments under this chapter testing, coun-	 )>
12 seling, referral to training, and placement services, and (3)

13 will otherwise cooperate with the Secretary and with other

14 State and Federal agencies in providing payments and

15 services under this chapter.

16 (b) Each agreement under this suhchapter shall pro-

17 vide the terms and conditions upon which the agreement

18 may be amended, suspended, or terminated.

19 (c) Each agreement under this subchapter shall provide

20 that unemployment insurance otherwise payable to any ad-

21 versely affected worker will not be denied or reduced for any

22 week by reason of any right to payments under this chapter.

23 (d) A determination by a cooperating State agency

24 with respect to entitlement to payments under an agreement

25 is subject to review in the same manner and to the same ex-
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1 tent as determinations under the applicable State law and

2 in that manner and to that extent.

3 SEC. 238. ADMINISTRATION ABSENT STATE AGREE-

4 MENT.— (a) In any State where there is no agreement in

5 force between a State or its agency under section 237, the

6 Secretary shall arrange under regulations prescribed by him

7 for performance of all necessary functions under subchapter
8 B of this chapter, including provision for a fair hearing for

9 any worker whose application for payments is denied.

10 (b) A final determination under subsection (a) with

11 respect to entitlement to payments under subchapter B of

12 this chapter is subject to review by the courts in the same

13 manner and to the same extent as is provided by section 405

14 (g) 9f title 42 of the United States Code.

15 SEC. 239. PAYMENTS TO STATES.— (a) The Secretary

16 shall from time to time certify to the Secretary of the Treas-

17 ury for payment to each cooperating State, the sums neces-

18 sary to enable such State as agent of the United States to

19 make payments provided for by this chapter. The Secretary

20 of the Treasury, prior .to audit or settlement by the General

21 Accounting Office, shall make payment to the State in ac-.

22 ' cordance with such certification, from the funds for carrying

23 out the purposes of this chapter.

24 (b) All money paid a State under this section shall be

25 used solely for the purposes for which it is paid; aad< money
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1 so paid which is not used for such purposes shall be returned,

2 at the time specified in the agreement under this subchapter,

3 to the Treasury and credited to current applicable appropria-

4 tions, funds, or accounts from which payments to States

5 under this section may be made.

6 (c) Any agreement under this subchapter may require

7 any officer or employee of the State certifying payments or

8 disbursing funds under the agreement, or otherwise partici-

9 . pating in the performance of the agreement, to give a surety

10 bond to the United States in such amount as the Secretary

11 may deem necessary, and may provide for the payment of

12 the cost of such bond from funds for carrying out the purposes

13 of this chapter.

14 SEC. 240. LIABILITIES or CEKTIPYING AND^DISBTTKS-

15 ING OFFICERS.— (a) No person designated by the Secre-

16 tary, or designated pursuant to an agreement under this

17 subchapter, as a certifying officer, shall, in the absence of

18 gross negligence or intent to defraud the United States, be

19 liable with respect to any payment certified by him under

20 this chapter.

21 (b) No disbursing officer shall, in the absence of gross

22 negligence or intent to defraud the United States, be liable

23 with respect to any payment by him under this chapter if

24 it was based upon a voucher signed by a certifying officer

25 designated as provided in subsection (a). • :
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1 SEC. 241. RECOVERY OP OVERPAYMENTS.— (a) If a

2 cooperating State agency or the Secretary, or a court of

3 competent jurisdiction finds that any person—

4 (1) has made, or has caused to be made by

5 another, a false statement or representation of 'a material

6 fact knowing it to be false, or has knowingly failed or

7 caused another to fail to disclose a material fact; and

8 (2) as a result of such action has received any pay-

9 ment under this chapter to which he was not entitled,

10 such person shall be liable to repay such amount to the

11 State agency or the Secretary as the case may be, or either

12 may recover such amount by deductions from any sums

13 payable to such person under this chapter. Any such finding

14 by a^tate agency or the Secretary may be made only after

15 an opportunity for a fair hearing.

16 (b) Any amount repaid to a State agency under this

17 section shall be deposited into the fund from which payment

18 was made. Any amount repaid to the Secretary under this

19 section shall be returned to the Treasury and credited to the

20 current applicable appropriation, fund, or account from which

21 payment was made.

22 SEC. 242. PENALTIES.—Whoever makes a false state-

23 ment of a material fact knowing it to be false, or knowingly

24 fails to disclose a material fact, for the purpose of obtaining

25 or increasing for himself or for any other person any pay'
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1 ment authorized to he furnished under this chapter or pur-

2 suant to an agreement under section 237 shall he fined not

3 more than $1,000 or imprisoned for not more than one year,

4 or both.

5 SEC. 243. AUTHORIZATION OF APPROPRIATIONS.—

6 There are hereby authorized to he appropriated to the Secre-

7 tary such sums as may he necessary from time to time to

8 carry out his functions under this chapter in connection with

9 furnishing payments to workers, which sums are authorized

10 to be appropriated to remain available until expended.

11 SBC. 244. TRANSITIONAL PROVISIONS.--(a) Where

12 a group of workers has been certified as eligible to apply

13 for adjustment assistance under section 302 (b) (2) or (c)

14 of the Trade Expansion Act of 1962, any worker covered

15 by such certification shall be entitled to the rights and privi-

16 leges provided in chapter 3 of title III of said Act as ex-

17 isting prior to the date of enactment of this Act.

18 (b) In any case where a group of workers or their

19 certified or recognized union or other duly authorized repre-

20 sentative has filed a petition under section 301 (a) (2) of

21 the Trade Expansion Act of 1962, more than four months

22 prior to the effective date of this Act, and

23 (1) *ne Tariff Commission has not rejected such

24 petition prior to the effective date of this Act, and

25 (2) the President or his delegate.has not issued a
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1 certification under section 302 (c) of that Act to the

2 petitioning group prior to the effective date of this Act,

3 such group or representative thereof may file a new petition

4 under section 221 of this Act, not later than ninety days after

5 the effective date of this Act, and shall be entitled to the

6 rights and privileges provided in this chapter. For purposes

7 of section 223 (b) (1), the date on which such group or

8 representative filed the petition under the Trade Expansion

9 Act of 1962 shall apply. Section 223 (b) (2) shall not apply

10 to workers covered by a certification issued pursuant to a

11 petition meeting the requirements of this subsection.

12 (c) The Tariff Commission shall make available to the

13 Secretary on request data it has acquired in investigations

14 under section 301 of the Trade Expansion Act of 1962 con-

15 eluded within the two-year period ending on the date of

16 enactment of this Act, which did not result in Presidential

17 action under section 302 (a) (3) or 302 (c) of that Act.

18 SEC. 245. DEFINITIONS.—For purposes of this chapter—

19 (1) The term "adversely affected employment" means

20 employment in a firm or appropriate subdivision of a firm, if

21 workers of such firm or subdivision are eligible to apply

22 for payments under this chapter. '

23 (2) The term "adversely affected worker" means an

24 individual who, because of lack of work in an adversely

25 affected employment— . :
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1 (A) has been totally or partially separated from

2 such employment, or

3 (B) has been totally separated from employment

4 with the firm in a subdivision of which such adversely

5 affected employment exists.
6 (3) The term "average weekly wage" means one-

7 thirteenth of the total wages paid to an individual in the

8 high quarter. For purposes of this computation, the high

9 quarter shall be that quarter in which the individual's total

10 wages were highest among the first hour of the last five com-

11 pleted calendar quarters immediately before the quarter in

12 which occurs the week with respect to which the computa-

13 tion is made. Such week shall be the week in which total

14 separation occurred, or, in cases where partial separation is

15 claimed, an appropriate week, as defined in regulation pre-

16 scribed by the Secretary.

17 (4) The term "average weekly hours" means the

18 average hours worked by the individual (excluding over-

19 time) in the employment from which he has been or claims

20 to have been separated hi the fifty-two weeks (excluding

21 weeks during which the individual was sick or on vacation)

22 preceding -the week specified in the last sentence of para-

23 graph (3).
24 (5) The term "total separation" means the layoff or
25 severance of an individual from employment with a firm in
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1 which, or in a subsdivision of which, adversely afiected

2 employment exists.

3 (6) The term "partial separation" means, with respect

4 to an individual who has not been totally separated, that he

5 has had his hours of work reduced to 80 per centum or less

6 of his average weekly hours in adversely affected employment

7 and his wages reduced to 75 per centum or less of his

8 average weekly wage in such adversely afiected employment.

9 (7) The term "State" includes the District of Columbia

10 and the Commonwealth of Puerto Eico; and the term "United

11 States" when used hi the geographical sense includes such

12 Commonwealth.

13 (8) The term "State agency" means the agency of

14 the State which administers the State law.

15 (9) The term "State law" means the unemployment

16 insurance law of the State approved by the Secretary under

17 section 3304 of the Internal Revenue Code of 1954.

18 (10) The term "unemployment insurance" means the

19 unemployment insurance payable to an individual under any

20 State law or Federal unemployment insurance law, including

21 title 5 of the United States Code, chapter 85, and the Rail- 

22 road Unemployment Insurance Act.

23 SEC. 246. ADMINISTRATIVE PROVISION.—The Secre-

24 tary of Labor shall, in coordination with the Special Repre-

25 sentative for Trade' Negotiations, prescribe such regulations



49

	46

1 as may be necessary to implement the provisions of this

2 chapter.

3 TITLE III—RELIEF FROM UNFAIR TRADE

4 PRACTICES

5 CHAPTER 1—FOREIGN IMPORT RESTRICTIONS

6 SEC. 301. RESPONSES TO UNFAIR FOREIGN IMPORT
7 RESTRICTIONS AND EXPORT SUBSIDIES.— (a) Whenever

8 the President determines that a foreign country or instru-

9 mentality—

10 (1) maintains unjustifiable or unreasonable tariff

11 or other import restrictions which impair the value of

12 trade1 commitments made to the United States or which

13 burden, restrict, or discriminate against United States

14 commerce,

15 (2) engages in discriminatory or other acts or

16 policies which are unjustifiable or unreasonable and

17 which burden or restrict United States commerce, or

18 (3) provides subsidies (or other incentives having

19 the effect of subsidies) on its exports of one or more •

20 products to other foreign markets which have the effect
	o

21 of substantially reducing sales of the competitive United

22 States product or products to those other foreign

23 markets;

24 the President—

25 (A) shall take all appropriate and feasible
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1 steps within his power to obtain the elimination of

2 such restrictions or subsidies;

3 (B) may refrain from providing benefits of

4 trade agreement concessions to carry out a trade

5 agreement with such country or instrumentality;

6 and

7 (C) may impose duties or other import restric-

8 tions on the products of such foreign country or

9 . instrumentality, on a most-favored-nation basis

10 or otherwise, and for such tune as he deems

11 appropriate.

12 (b) In determining what action to take under sub-

13 section (a), the President shall consider the relationship of

14 such action to the international obligations of the United

15 States and to the purposes of this Act as specified in

16 section 2.

17 (c) The President shall provide an opportunity for any

18 interested person to bring to his attention any foreign re-

19 strictions, acts, or policies of the kind referred to in para-

20 graphs (1), (2), or (3) of subsection (a). Such oppor-

21 tunity shall be provided prior to the taking of any action

22 only if the President determines it feasible and appropriate,

23 CHAPTER 2—ANTIDUMPING DITTIES

24 SEC. 310. AMENDMENTS TO THE ANTIDUMPING ACT

25 OF 1921.—(a) Section 201 (b) of the Antidumping Act,

26 1921 (19 U.S.O. 160 (b) ), is amended to read as follows:
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1 " (b) In the case of any imported merchandise of a

2 class or kind as to which the Secretary has not so made

3 public a finding, he shall, within six months, or in more

4 complicated investigations within nine months, after the

5 question of dumping was raised by or presented to him or

6 any person to whom authority under this section has been

7 delegated—

8 " (1) determine whether there is reason to believe

•9 or suspect, from the invoice or other papers or from

10 information presented to him or to any other person to

11 whom authority under this section has been delegated,

12 that the purchase price is less, or that the exporter's sales

13 price is less or likely to be less, than the foreign market

14 value (or, in the absence of such value, than the con-

3 5 structed value) ; and

10 "(2) if his determination is affirmative, publish

17 notice of that fact in the Federal Eegister, and require,

18 under such regulations as he may prescribe, the with-

19 holding of appraisement as to such merchandise entered,

20 or withdrawn from warehouse for consumption, on or

21 after the date of publication of that notice in the Federal

22 Register (unless the Secretary determines that the with-

23 holding should be made effective as of an earlier date in

24 which case the effective date of the withholding shall

25 be not more than one hundred and twenty days before
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1 the question of dumping was raised by or presented to

2 him or any person to whom authority under this sec-

3 tion has been delegated), until the further order of the

4 Secretary, or until the Secretary has made public a find-

5 ing as provided for in subsection (a) in regard to such

6 merchandise; or

7 '" (3) if his determination is negative, publish notice

8 of that fact in the Federal Register, but the Secretary

9 may within three months thereafter order the withhold-

10 ing of appraisement if he then has reason to believe or

11 suspect, from the invoice or other papers or from in-

12 formation presented to him or to any other person to

13 whom authority under this section has been delegated,

14 that the purchase price is less, or that the exporter's sales

15 price is less or likely to be less, than the foreign market

16 value (or, in the absence of such value, than the con-

17 structed value) and such order of withholding of ap-

18 praisement shall be subject to the provisions of para-

19 graph (2).

20 If, before the expiration of six months, or in more compli-

21 cated investigations nine months, after the question of dump-

22 ing was raised or presented to him or any person to whom

23 authority under this section has been delegated, the Secre-

24 tary concludes that the determination required under para-

25 graph (1) cannot reasonably be made within such time
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1 ; limits, be shall publish notice to that effect in the Federal

.2 Register and shall make such determination (and publish

3, the notice required by paragraph (2) or (3) ) within

,4 twelve, months after the question was so raised or presented.

,5 For.purposes of this subsection the question of dumping shall

6 be deemed to have been raised or presented on the date on

7., which a notice is published in the Federal Register that in-

,8 .formation relative to dumping has been received in accord-

9 ance with regulations prescribed by the Secretary."

1,0, (b) Section 201 (c) of the Antidumping Act, 1921

11 (19 U.S.C. 160 (c)) is amended-to read as follows:

J2 . ' "(c) (1) Prior to making any determination pursuant

1.3 to subsection (a) of this section, the Secretary or the Tariff

14 Commission, as the case may be, shall conduct a hearing on

15 the record at which—

16 "(A) any foreign manufacturer or exporter or

17 domestic importer of the foreign merchandise in question

18 shall have the right to appear by counsel or in person;

19 and

20 '"(B) any other person, firm or corporation may

21 make application and, upon good cause shown, may be 

22, allowed by the Secretary or :the Tariff Commission, as 

2:5 „ the case may be, to intervene and appear at such hearing 

24 by counsel or in person.
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1 "(2) The transcript of the hearing,, together with all

2 papers filed in connection with the investigation (including

3 any exhibits and papers to which the Secretary or the Tariff

4 Commission, as the case may be, shall have granted con-

5 fidential or in camera treatment) constitutes the exclusive

6 record for determination. Notwithstanding any other provi-

7 sions of law, upon payment of duly prescribed costs, such

8 'transcript and papers and requests (other than items to

9 which confidential or in camera treatment has been granted)

10 shall be made available to all persons.

11 " (3) The Secretary, upon determining whether for-

12 eign merchandise is being, or is likely to be, sold in the

13 United States at less than its fair value, and the Tariff Corn- 

14 mission, upon making its determination under subsection

15 (a), shall each include in the record and shall publish in

16 the Federal Register, such determination, whether affirma-

17 tive or negative, together with a statement of findings and

18 conclusions, and the reasons or bases therefor, on all the

19 material issues of fact or law presented on the record.

20 " (4) The hearings provided for hereunder shall be

21 exempt from the provisions of sections 554, 555, 556, and

22 557 of the Act of September 6, 1966 (5 U.S.C. 554-557).

23 (c) Section 203 of the Antidumping Act, 1921 (19

24 U.S.C. 162), is amended to read:
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1 "SEC. 203. PURCHASE PRICE.

2 'Tor the purposes of this section and sections 160-171

§ of this title, the purchase price of imported merchandise

4 shall be the price at which such merchandise has been pur-

5 chased or agreed to be purchased, prior to the time of exporta-

6 tion, by the person by whom or for whose account the

7 merchandise is imported, plus, when not included in such

8 price, the cost of all containers and coverings and all other

9 costs, charges, and expenses incident to placing the merchan-

10 dise in condition, packed ready for shipment to the United

11 States, less the amount, if any, included in such price, attrib-

12 utable to any additional costs, charges, and expenses, and

13 United States import duties, incident to bringing the mer-

14 chandise from the place of shipment in the country of exporta-

15 tion to the place of delivery in the United States; and less

ig the amount, if included in such price, of any export tax im-

17 posed by the country of exportation on the exportation of

Ig the merchandise to the United States; and plus the amount of

19 any import duties imposed by the country of exportation

20 which have been rebated, or which have not been collected,

21 by reason of the exportation of the merchandise to the United

22 States; and plus the amount of any taxes imposed in the coun-

23 try of exportation directly upon the exported merchandise or

24 components thereof, which have been rebated, or which have

25 not been collected, by reason of the exportation of the mer 
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1 chandise to the United States; and plus the amount of any

2 other taxes rebated or not collected, by reason of the exporta-

3 tion of the merchandise to the United States, which rebate or

4 nonoollection has been determined by the Secretary to be a

5 bounty or grant within the meaning of section 303 of the

6 Tariff Act of 1930.

7 (d) Section 204 of the Antidumping Act, 1921 (19

8 U.S.O. 163), is amended to read:

9 "SEC. 204. EXPORTER'S SALES PRICE.

10 "For the purpose of sections 160-171 of this title, the

11 exporter's sales price of imported merchandise shall be the

12 price at which such merchandise is sold or agreed to be sold

13 in the United States, before or after the tune of importation,

14 by or for the account of the exporter, plus, when not included

15 in such price, the cost of all containers and coverings .and all

16 other costs, charges, and expenses incident to placing the

17 merchandise in condition, packed ready for shipment to the

18 United States, less (1) the amount, if any, included in suqh

19 price, attributable to any additional costs, charges, and ex-

20 penses, and United States import duties, incident to bring-

21 ing the merchandise from the place of shipment in the coun-

22 try of exportation to the place of delivery in the United

23 States, (2) the amount of the commissions,, if any, for sell-

24 ing in the United States the particular merchandise under

25 consideration, (3) an amount equal to the expenses, if any,



57

	54

1 generally incurred by or for the account of the exporter in the

2' United States in selling identical or substantially identical

3 merchandise, (4) the amount of any export tax imposed by

4 the country of exportation on the exportation of the mer-

5 chandise to the United States, and (5) the amount of any

6 increased value, including additional material and labor, re-

7 suiting from a process of manufacture or assembly performed

8 on or with the use of the imported merchandise subsequent

9 to the importation of the merchandise and prior to its sale to

10 a person who is not the exporter of the merchandise "within

11 the meaning of section 207; and plus the amount of any

12 import duties imposed by the country of exportation which

13 have been rebated, or which have not been collected, by rea-

14' son of the exportation of the merchandise to the United

15 States; and plus the amount of any taxes imposed in the

16 country of exportation directly upon the exported raerchan-

17 disc or components thereof, which have been rebated, or

18 which have not been collected, by reason of the exportation

19 of the merchandise to the United States; and plus the

20 amount of any other taxes rebated, or not collected, by rea-

21 son of the exportation of the merchandise to the United

22 States, which rebate or noncollection has been determined

23 by the Secretary to be a bounty or grant within the mean-

24 ing of section 303 of the Tariff Act of 1930 (19 U.S.O.

25 1303)."
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1 CHAPTER 3—COUNTERVAILING DUTIES

2 ' SEC. 330. AMENDMENTS TO SECTION 303 OF THE

3 TARIFF ACT OF 1930.—(a) "Section 303 of the Tariff Act

4 of 1930 (19 U.S.C. 1303) Is amended to read:

5 "SEC. 303. COUNTERVAILING DUTIES.

6 " (a) LEVY OF COUNTERVAILING DUTIES.— (1) When-

7 ever any country, dependency, colony, province, or other

8 political subdivision of government, person, partnership, as-

9 sociation, cartel, or corporation, shall pay or bestow,'directly

10 or indirectly, any bounty or grant upon the manufacture

11 or production or export of any article or merchandise manu-

12 factored or produced in such country, dependency, colony,

13 province, or other political subdivision of government, then

14 upon the importation of such article or merchandise into

15 the United States, whether the same shall be imported di-

16 reotly from the country of production or otherwise, and

17 whether such article or merchandise is imported in the same

18 condition as when exported from the country of production

19 or has been changed in condition by remanufacture or other-

20 wise, there shall be levied and paid, in all such cases, in'

21 addition to any duties otherwise imposed, a duty equal to

22 the net amount of such bounty or grant, however the same

23 be paid or bestowed.'

24 "The Secretary of the Treasury shall determine within

25 twelve months after the date on which the question is pre-
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1 sented to him whether any bounty or grant is being paid

2 or bestowed.

3 " (2) In the case of any imported article or merchandise

4 which is free of duty,. duties may be imposed under this

5 section only if there is an affirmative determination by the

6 Tariff Commission under subsection (b) (1): Provided, how-

1 ever, That such a Tariff Commission determination shall be

8 required only for such time as a determination of injury is

9 required by the international obligations of the United

10 States.

11 " (3) The Secretary of the Treasury shall from time to

12 tune ascertain and determine, or estimate, the net amount

13 of each such bounty or grant, and shall declare the net

14 amount so determined or estimated.

15 " (4) Whenever, in the case of any imported article or

I** merchandise as to which the Secretary has not determined

1^ whether a bounty or grant is being paid or bestowed, the

1^ Secretary concludes, from information presented to him or

19 to any person to whom authority under this section has

20 been delegated, that a formal investigation into the question

21 of whether a bounty or grant is being paid or bestowed is

22 warranted, he shall forthwith publish notice of the initiation

23 of such an investigation in the Federal Register. The date

24 of publication of such notice shall be considered the date on
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1 which the question is presented to the Secretary within the

2 meaning of subsection (a) (1).

3 " (5) The Secretary of the Treasury shall make all regu-

4 lations he may deem necessary for the identification of such

5 articles and merchandise and for the assessment and collec-

6 tion of the duties under this section. All determinations by

7 the Secretary under this subsection and all determinations

8 by the Tariff Commission under subsection (b) (1), whether

9 affirmative or negative, shall be published in the Federal

10 Register.

11 "(b) INJURY DETERMINATIONS WITH RESPECT TO

12 DUTY-FREE MERCHANDISE; SUSPENSION OF LIQUIDA-

13 TION.— (1) Whenever the Secretary of the Treasury has

14 determined under subsection (a) that a bounty or grant is

15 being paid or bestowed with respect to any article or mer-

16 chandise which is free of duty, he shall—

17 "(A) so advise the United States Tariff Commis-

18 sion, and the Commission shall determine within three

19 months thereafter, and after such investigation as it

20 deems necessary, whether an industry in the United

21 States is being or is likely to be materially injured, or is

22 prevented from being established, by reason of the iro-

23 portation of such article or merchandise into the United

24 States; and the Commission shall notify the Secretary of

25 its determination; and
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1 "(B) require, under such regulations as he may pre-

2 scribe, the suspension of liquidation as to such article or 

0 merchandise entered, or withdrawn from warehouse,o

. for consumption, on or after the thirtieth day after the

date of the publication in the Federal Kegister of his o
„ determination under subsection (a)'(l), and such sus 

pension of liquidation shall continue until the further 

„ order of the Secretary ,or until he has made public an

order as provided for in paragraph (2) of this subsection. y
" (2) If the determination of the Tariff Commission un 

der subparagraph (A) is in the affirmative, the Secretary 

shall make public an order directing the assessment and col-
\A

lection of duties in the amount of such bounty or grant as is lo
from time to time ascertained and determined, or estimated,

. under subsection (a). it>
"(c) APPLICATION OF AFFIBMATIVE DETERMINA 

TION.—An affirmative determination by the Secretary of the

Treasury under subsection (a) (1) with respect to any'im- 18
ported article or merchandise which (1) is dutiable, or (2)19
is free of duty and with respect to which the Tariff Commis-

2\j

sion has made an affirmative determination under subsection2i\.
(b) (1) (for such time as a finding of injury is required by22
the international obligations of the United States), shall apply23
with respect to articles entered, -or withdrawn from ware-

2A.
house, for consumption on or after the thirtieth day after the 25
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1 date of the publication in the Federal Kegister >of such de-

2 termination. .

3 " (d) DlSCBETIONAET IMPOSITION OP COUNTERVAIL-

4 ING DUTIES.—Whenever the Secretary determines, after

5 seeking information and advice from such agencies as he may

6 deem appropriate, that—

7 " (1) the imposition of an additional duty under this

8 section upon any article would result, or be likely to

'9 result in significant detriment to the economic interests

10 of the United States; or

11 " (2) that any article is subject to the a quantitative

12 limitation imposed by the United States on its importa-

13 tion into, or subject to an effective quantitative limitation

14 on its exportation to, the United States and that such

15 quantitative limitation is an adequate substitute for the

16 imposition of a duty under this section;

17 the imposition of an additional duty under this section shall

18 not be required."

19 (b) (1) Except as provided' in paragraph (2), the

20 amendments made by subsection (a) shall take effect on the

21 date of the enactment of this Act. •

22 (2) The last sentence of section 303 (a) (1) of the

23 Tariff Act of 1930 (as added by subsection (a) of this sec-

24 tion) shall apply only with respect to questions presented on

25 or after the date of the enactment of this Act: :
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1 (c) Any article which is entered or withdrawn from

2 warehouse free of duty as a result of action taken under

3 title VI of this Act.shall be considered a nonduitable article

4 for purposes of section 303 of the Tariff Act of 1930, as

5 amended (19 U.S.C. 1303).

6 GHAPTEB 4—UNFAIB PRACTICES IN IMPORT TBADE

7- SEC. 350. AMENDMENTS TO SECTION 337 OF THE
8 TARIFF ACT.—Section 337 of the Tariff Act of 1930, as

9 amended (.19 U.S.C. 1337) is hereby amended to read as

10 follows:

11 : " (a) The importation of articles into the United States

12 which would infringe a United States patent if made, used,

13 or sold in the United States, shall constitute an unfair meth-

14 od of competition, and is hereby declared unlawful, and

15 when found by the Commission to exist shall be dealt

16 with, in addition to any other provisions of law, as here-

17 inafter provided.

18 " (b) The Commission shall investigate alleged vio-

19 lations hereof on complaint under oath or upon its own

20 motion. The burden of proof of any such alleged violation

21 shall be on the complainant, or on the Commission if it in-

22 vestigates on its own motion, to make a prima facie show-

23 ing of the facts required in subsection (a). The Commis-

24 sion shall complete its investigation and announce its find-

25 ings hereunder at the earliest practicable time, but not later



64

	61

1 than one year after the date on which a complaint is re-
2 ceived or an investigation is initiated by the Commission on

3 its own motion.

4 " (c) Whenever the Commission shall find the existence

5 of any such violation it shall order that the articles con-

6 cerned in such unfair methods, imported by any person vio-

7 lating the provisions of this section, shall be excluded from

8 entry into the United States, and upon information of such
9 action by the Commission, the Secretary of the Treasury

10 shall, through the proper officers, refuse such entry; Provided
11 however, That whenever—

12 (1) the validity of the patent is challenged by the

13 respondent and a bona fide challenge to patent validity

14 is either pending in a suit or the respondent indicates

15 his intention to and in fact institutes such a suit within

16 sixty days of such a challenge to validity before the

17 Commission, or

18 (2) misuse is claimed by a respondent and a bona

19 fide claim of misuse is pending in a court action and

20 the court's decision on that issue would be decisive of

21 the claim before the Commission,

22 the Commission shall continue the proceedings on all other

23 issues, and if it finds favorably to the patentee thereon,

24 issue an exclusion order conditional on the results of the

25 court proceedings, and in the meantime shall order that the
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1 articles concerned be allowed entry into the United States

2 under such bond, in favor of the patentee based on an esti-

3 mated reasonable royalty or damages, or both, as it shall

4 consider necessary to protect the patentee's asserted rights.

5 "(d) Any refusal of entry under this section shall con-

6 tinue until the patent expires or until the Commission, either

7 on its own motion or at the request of any interested person,

8 shall find that the continued exclusion is no longer necessary

9 to prevent the violation that occasioned the exclusion order.

10 " (e) Whenever the Commission has reason to believe

11 that any article is offered or sought to be offered for entry

12 into the United States in violation of this section, but has

13 not information sufficient to satisfy it thereof, the Commission

14 may in its discretion issue a temporary exclusion order if

15 a prune facie showing of a violation of this section has been

16 made and immediate and substantial harm to the patentee

17 involved would result if the temporary exclusion order were

18 not issued. Where a temporary exclusion order is issued, the

19 Secretary of the Treasury shall refuse entry of the articles so

20 excluded by the temporary exclusion order, except that such

21 articles shall be entitled to entry under bond in favor of the

22 .patentee based on an estimated reasonable royalty or dam-

23 ages, or both, as the Commission shall consider necessary

24 to protect the patentee's asserted rights. No temporary ex-

25 elusion order or the posting of a bond under this subsection
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1 shall remain in effect for more than one year after the date

2 on which a complaint is received or an investigation is ini-

3 tiated by the Commission on its own motion.

4 " (f) During the course of each investigation under this

5 section, public hearings shall be held, after reasonable notice,

6 pertaining to, and in advance of, the Commission's deter-

7 mination. A transcript shall be made of all testimony and

8 exhibits presented at such hearing.

9 " (g) Any person adversely affected by an action or re-

10 fusal of the Commission to act under this section may secure

11 judicial review in the United States Court of Customs and

12 Patent Appeals in the manner prescribed in chapter 7 of title

13 5 and section 2112 of title 28 of the United States Code.

14 Any refusal of entry under this section ,may be stayed by

15 the court in which case adequate bond shall be provided to

16 protect the patentee's rights. For this purpose, the Court of

17 Customs and Patent Appeals may order the Secretary of

18 the Treasury to impose such bond, in favor of the patentee,

19 based on an estimated reasonable royalty or damages, or

20 both, as it considers necessary to protect the rights of the

21 patentee pending determination of the appeal.

22 " (h) When used in this section and in sections 338 and

23 340, the term 'United States' includes the several States

24 and territories, the District of Columbia, and all possessions
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1 of the United. States except the Virgin Islands, American

2 Samoa, and the Island of Guam."

3 TITLE IV—INTEENATIONAL TEADE POLICY

4 MANAGEMENT

5 SEC. 401. BALANCE-OF-PAYMENTS AUTHORITY —

6 (a) Whenever the President determines that special import

7 measures are required to deal with the United States balance-

8 of-payments pension in the presence of a serious balance-

9 of-payments deficit or a persistent surplus, or to cooperate

10 in correcting an international balance-of-payments disequi-

11 librium as reflected in other countries' balance-of-payments

12 deficits or surpluses, the President is authorized to take one

13 or more of the folio whig actions, for such period as he deems

14 necessary:

15 (1) J'or dealing with a serious United States

16 balance-of-payments deficit, or for cooperating in cor-

17 recting an international balance-of-payments disequi-

18 librium—

19 (A) to impose a temporary import surcharge

20 hi the form of duties (in addition to those already

21 imposed, if any) on articles imported into the United

22 States; and

23 (B) to impose temporary limitations, through

24 the use of quotas on the importation of articles into
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1 the United States: Provided, That international

2 trade or monetary agreements to which the United

3 States is a party permit the imposition of quotas

4 as a balance-of-payments measure. " ~'

5 (2) For dealing with a persistent United States

6 balance-of-payments surplus:

7 (A) to reduce temporarily or suspend the duty

8 applicable to any article; and

9 • (B) to increase temporarily the value or quah-

10 tity of articles which may be imported under any

11 import restriction, or to suspend temporarily any

12 import restriction; '

13 except with respect to those articles where in his judg-

14 ment such action would cause or contribute to : material

15 injury to firms or workers in any domestic industry,

16 including agriculture, mining, fishing, or commerce, to

17 impairment of the national security, or otherwise be

18 contrary to the national interest.

19 (b) For the purposes of subsection'(a),

20 (1) a serious balance-of-payments deficit shall be

21 considered to exist whenever the President determines

22 that— -

23 (A) the balance of payments (as measured

24 either on the official reserve transactions basis-

2o or by the bajance on current account and long-term
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1 capital) has been hi substantial deficit over a period

2 of four consecutive calendar quarters, or

3 (B) the United States has suffered a serious

4 decline in its net international monetary reserve

5 position, or

6 (0) there has been or threatens to be a signifi-

7 cant alteration in the exchange value of the dollar

8 in foreign exchange markets, and

9 (D) the condition indicated in (A), (B), or

10 (C) is expected to continue in the absence of cor-

11 rective measures.

12 (2) United States cooperation in correcting a fun-

13 damental international balance-of-payments disequilib-

14 rium as reflected in other countries' payments positions is

15 authorized when allowed or recommended by the In-

16 ternational Monetary Fund.

17 (3) A persistent balance-of-payments surplus shall

18 be considered to exist whenever the President deter-

19 mines that—

20 (-A-) the balance of payments (as measured

21 either on the official reserve transactions basis or

22 by the balance on current account and longnterm

23 capital) has been in substantial surplus for four

24 consecutive calendar quarters; or

25 (B) the United States has experienced large
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1 increases in its international monetary reserves in

2 excess of needed levels of reserves; or

3 (0) the exchange value of the dollar has appre-

4 'elated significantly in foreign exchange markets; and .

5 (D) the condition indicated in (A), (B), or (0)

6 is expected to continue in the absence of corrective

7 measures.

8 (c) Import restricting actions authorized by this sec-

9 tion shall be applied consistently with the most-favored-na-

10 tion principle or on a basis which shall aim at a distribution

11 of trade with the United States approaching as closely as

12 possible that which various foreign countries might have

13 expected to obtain in the absence of such restrictions, unless

14 the President determines that import restricting actions not

15 consistent with these principles are necessary to achieve the

16 objectives of this section. In determining what action to take

17 under this subsection the President shall consider the relatidn-

18 ship of such action to the international obligations of the

19 United States.

20 (d) Import restricting actions authorized by this section

21 shall be of broad and uniform application with respect to

22 product coverage except where the President determines,

23 consistently with the purposes of this 'Section, that certain

24 articles or groups of articles should not be subject to import

25 restricting actions because of the needs of the United States
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1 economy. Such exceptions shall be related to the unavail-

2 ability of domestic supply at reasonable prices, the necessary

3 importation of raw materials, and other similar factors.

4 Neither the authorization of import restricting actions nor

5 the determination of exceptions with respect to product

Q coverage shall be made for the purpose of protecting in-

7 dividual domestic industries from import competition.

8 (e) Any limitation imposed under subsection (a) (1)

9 (B) on the quantity or value, or both, of an article or group

10 of articles—

11 (1) shall permit the importation of a quantity or

12 value not less than the quantity or value of such article

13 or articles imported into the United States from the for-

14 eign countries to which such limitation applies during the

15 most recent period that the President determines is repre-

16 sentative of imports of such article or articles, and

17 (2) shall take into account any increase since the

18 end of such representative period in domestic consump-

19 tion of sucb article or articles and like or similar articles

20 of domestic manufacture or production.

21 '(f) Measures under subsection (a) (2) of this section

22 shall be applied consistently with section 407 of this Act.

23 (g) Tbe Presi(ient may at any time, consistent with the

24 provisions of this section, suspend, modify, or terminate, in

25 whole or in part, any action taken' under this -section.

36-006 O - 13 - pt. 1 -- 1
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1 SBC. 402. WITHDRAWAL OF CONCESSIONS AND.SIM-

2 ILAE ADJUSTMENTS.— (a) Whenever the1 United States,

3 acting in pursuance of any of its rights or obligations under

4 any trade agreement entered into pursuant to this Act, the

5 Trade Expansion Act of 1962, or the Tariff Act of 1930,

6 as amended, withdraws or suspends any obligation with re-

7 spect to me trade of any foreign country or instrumentality

8 thereof, or, whenever any such trade agreement is termi-

9 nated, in whole or in part, with respect to the United States,

10 the President is authorized, in order to exercise the rights

11 or fulfill the obligations of the United States, to the extent,

12 at such times, and for such periods as he deems necessary

13 'or appropriate, and consistently with the purposes of this

1* Act and the international obligations of the United States—

1^ (1) to increase any existing duty or other import

16 restriction or provide additional import restrictions; and

1^ (2) to take othr actions to withdraw, suspend, or

18 terminate the application, in whole or in part,, of the

19. agreement.

20 (b) Duties or other import restrictions required .or ap-

21 propriate to carry out any trade agreement shall not be

22 affected by any withdrawal or suspension of an. obligation

23 under, or termination in whole or in part of^ such agreement

24 unless the President acting pursuant to the authority granted



73

	70
1 in subsection (a) increases such existing duties or other

2 import restrictions, or provides additional import restrictions.

3 (c) No rate of duty shall be increased under the au-

4 . thority of this section to a rate more than 50 per centum

5 above the column 2 rate, or 50 per centum ad valorem (or

6 ad valorem equivalent), whichever is higher.

7 , (d) The President may, to the extent that such action

& is consistent with the international obligations of the United

9 States, act pursuant to this section on a most-favored-nation

10 , basis or otherwise.

11 SEC. 403. RENEGOTIATION OF DUTIES.— (a) In order

12 to permit some, adjustments to be made over time to deal

13 with changed circumstances, while maintaining an overall

14 balance of mutually advantageous concessions under exist-

15 ing trade agreements, the President is authorized at any

10 time to enter into supplemental tariff agreements with for-

17 eign countries or instrumentalities thereof to modify or oon-

18 .tinue any existing duty, continue any existing duty-free or

19 .excise treatment, or impose additional duties, as he deter-

20 mines to be required or appropriate to carry out any such
	i

21 supplemental tariff agreement, within the limitations set

22 forth in this section.

23 (b) In any one year, agreements involving the re*

24 duction of duties,', or continuance of duty-free treatment,

25 shall not affect articles accounting for more than 2 per-
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1 centum of the value of United States imports for the most re-

2 cent 12-month period for which import statistics are avail-

3 able, nor shall any agreement be made under the authority

4 of this section with respect to any article which has been

5 the subject of a prior agreement entered into pursuant to

6 this section during the preceding five years.

7 (c) (1) No rate of duty shall be decreased under the

8 authority of this section to a rate more than 20 per centum

9 below the existing duty. .-.:./••

10 (2) No rate of duty shall >be increased under the author-

11 ity of this section to a rate more than 50 per centum above

12 the column 2 rate or 50 per centum ad valorem (or ad

13 valorem equivalent), whichever is higher.

14 SEC. 404. COMPENSATION AUTHORITY.— (a) Whenever

15 any action has been taken under section 203, 301, 402,

16 403, or 408 of this Act to increase or impose any duty or

17 other import restriction, the President—

18 (1) stall, to the extent required by United States

19 international obligations, afford foreign countries having

20 an interest as exporters of the products concerned an op-

21 portunity to consult with the United States with respect

22 to concessions, if any, to be granted as compensation for

23 any duty or other import restriction imposed by the

24 United States; and

25 , (2) may enter into agreements with such countries
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.3. >,.:-...- for the purpose of granting new concessions as compen-

'2- • • .sation in order to maintain the general level of reciprocal

3 : and mutually advantageous concessions. 

.•,4i,s - ' (:b) In furtherance of the purposes of this section, the 

,, ;5 : president may modify or continue any existing duty or other

6 import restriction, or continue any existing duty-free or excise

•, 7 4featment,. to the extent that he determines such action to be 

; 8 ,-required or appropriate to maintain a general level of mutual-

9 ly advantageous concessions.

^0 ': -,. ..(») J^O rate of duty shall be reduced under the authority 

41 .of this section to a rate below 50 per centum of the existing 

13 duty, provided that this limitation shall not apply if the rate 

13 existing on such date it not more than 5 per centum ad va-

•J4/ , loEejji (fir ad valorem equivalent).

15 -, i SEQ. 405, AUTHORITY To SUSPEND IMPOST BAREIERS 

10 /To RESTRAIN INFLATION;—(a) If, during a period of sus- 

17 tained or rapid .price increases, the President determines that 

J$: supplies, of .articles, imports .of which are dutiable or subject 

.J9; tp any other import restriction, are inadequate to meet do- 

3Q, ..mestip demand .at reasonable prices, he may, either generally 

21, - or by article or category of articles, in addition to any author-

•22 i.ity-bfi may otherwise have—

,23; ; >.. (1) temporarily reduce or suspend the duty appli-

24 cable to any article; and

?$,.•• :-..••: ^ (2) temporarily increase the value or quantity of
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1 articles which may be imported under any import

2 restriction.

3 (b) The President shall not exercise the authority

4 granted in subsection (a) with respect to an article if in his

5 judgment such action would cause or contribute to material

6 injury to firms or workers in any domestic industry, includ-

7 ing agriculture, mining, fishing, or commerce, to impairment

8 of the national security, or otherwise be contrary to the

9 national interest. Actions taken under subsection (a) in

10 effect at any time shall not apply to more than 30 per centum

11 of the estimated total value of United States imports of all

12 articles during the time such actions are in effect.

13 (c) The President may, to the extent that such action

14 is consistent with the purposes of this section and the limita-

15 tions contained herein, modify or terminate, in whole or in

16 part, any action taken under subsection (a).

17 (d) The President shall within thirty days of taking

18 any action under this section notify each House of Congress

19 of the nature of his action and the reasons therefor.

20 (e) No action taken under this section shall remain in

21 effect for more than one year unless specifically authorized

22 by law.

23 SEC. 406. RESERVATION OP ARTICLES FOR NATIONAL

24 SECURITY OR OTHER EEASONS.—(a) No action shall be

25 taken pursuant to the provisions of this Act to reduce or
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1 eliminate the duty or other import restriction on any article

2 if the President determines that such reduction or elimina-

3 tion would threaten to impair the national security.

4 (b) While there is in effect with respect to any article

5 any action taken under section 203 of this Act, or section

6 232 or 351 of the Trade Expansion Act of 1962 (19 U.S.C.

7 1862, 1981), the President shall reserve such article from

8 negotiations or actions contemplating reduction or elimina-

9 tion of any duty or other import restriction with respect to

10 such article, under title I or section 403, 404, or 405 of this

11 Act. In addition, the President shall also so reserve any other

12 article which he determines to be appropriate, taking into

13 consideration information and advice available pursuant to

14 and with respect to the matters covered by sections 111 (b),

15 112, and 113 (b), where applicable.

16 SEC. 407. (MOST-FAVOBED-,NATION PBINCIPLE.—Ex- 

17 cept as otherwise provided pursuant to this Act or any other 

18. Act any duty or other import restriction or duty-free treat-

19 ment applied in carrying out any action or any trade agree-

20 ment under this Act, under title II of the Trade Expansion

21 Act of 1962 or under section 350 of the Tariff Act of 1930,

22 as amended, shall apply to products of all foreign countries,

23 whether imported directly or indirectly.

24 SBC. 408. AUTHORITY To TERMINATE ACTIONS.—The

25 President may at any time terminate, in whole or in part,
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1 any actions taken to implement trade agreements under this

2 Act, title II of the Trade Expansion Act of 1962, or section

3 350 of the Tariff Act of 1930, as amended.

4 SEC. 409. PERIOD OF TRADE AGREEMENTS.—Every
5 trade agreement entered into under titles I and IV of this

6 Act shall be subject to termination or withdrawal, upon due

7 notice, at the end of a period specified in the agreement.

8 Such period shall be not more than three years from the date

9 on which the agreement becomes effective for the United

10 States. If the agreement is not terminated or withdrawn from

11 at the end of the period so specified, it shall be subject to

12 termination or withdrawal thereafter upon not more than

13 six months' notice.

14 SEC. 410. PUBLIC HEARINGS IN CONNECTION WITH

15 AGREEMENTS UNDER TITLE IV.—The President shall pro-

16 vide for a public hearing during the course of which in-

17 terested persons shall be given a reasonable opportunity to

18 be present, to produce evidence, and to be heard—

19 (1) Prior to the conclusion of any agreement or

20 modification of any duty or other import restrictions

21 pursuant to section 403 or section 404 of this title;

22 (2) Pursuant to a request made by any interested

23 person within ninety days after the President's taking

24 any action under section 402 or 408, on the subject of

25 any such action.
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1 SEC, 411. AUTHORIZATION FOE GATT APPEOPEIA-
2 TIONS.—There are hereby authorized to be appropriated

3 annually such sums as may be necessary for the payment

4 by the United States of its share of the expenses of the

5 Contracting Parties to the General Agreement on Tariffs

. 6 and Trade.

7 TITLE B—TRADE RELATIONS WITH COUNTRIES

8 NOT ENJOYING .MOST-FAVORED-NATION
9 TARIFF TREATMENT

10 SEC. 501. EXCEPTION OF THE PRODUCTS OP CERTAIN
11 COUNTRIES OR AREAS.— (a) Except as otherwise provided
12 in this title, the President shall continue to deny most-
13 favored-nation treatment to the products of any country or

14 area, the products of which were not eligible for column 1

15 tariff treatment on the date of enactment of this Act.

16 (b) The President is authorized to deny such most-
17 favored-nation treatment to all of the products of any country

18 or area if in his judgment such action is necessary for reasons

19 of national security.

20 SEC. 502. AUTHORITY To ENTER INTO COMMERCIAL
21 AGREEMENTS.— (a) Subject to the provisions of subsections
22 (») and (c) of this section, the President may authorize the
23 entry into force of bilateral commercial, agreements provid-
24 ing most-favored-nation treatment to the products of coun-

25 tries heretofore denied such treatment whenever he deter-
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1 mines that such agreements with such countries will promote

2 the purposes of this Act and are in the national interest.

3 (b) Any such bilateral commercial agreement shall—

4 (1) be limited to an initial period specified in the

5 agreement which shall be no more than three years from

6 the tune the agreement enters into force, except that it

7 may be renewable for additional periods, each not to ex-

8 ceed three years: Provided, That a satisfactory balance of

9 trade concessions has been maintained during the life of

10 each agreement: And provided further, That the Presi-

11 dent determines that actual or foreseeable reductions in

12 United States tariffs and nontariffs barriers to trade re-

13 suiting from multilateral negotiations are satisfactorily

14 reciprocated by the other party to a bilateral commercial

15 agreement with the United States;

16 (2) provide that it is subject to suspension or ter-

17 mination at any time for national security reasons, or

18 that the other provisions of such agreement shall not

19 limit the rights of any party to take any action for the

20 protection of its security interests; and

21 (3) provide for consultations for the purpose of

22 reviewing the operation of the agreement and relevant

23 aspects of relations between the United States and the

24 other party.

25 (c) (1) An agreement referred to in subsection (a) or
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1 an order referred to In section 504 (a) shall take effect only

2 after the expiration of ninety days from the date on which

• 3 the President delivers a copy of such agreement or order to

4 the Senate and to the House of Representatives, if between

5 the date of delivery of the agreement or order to the Senate

6 and to the House of Representatives and the expiration of

7 the ninety-day period neither the Senate nor the House of

8 Representatives has adopted a resolution, by an affirmative

9 vote by the yeas and nays of a majority of the authorized

10 membership of that House, stating that it disapproves of the

11 agreement or order.

12 (2) For purposes of this subsection, there shall be ex-

13 eluded from the computation of the ninety-day period the

14 days on which either House is not in session because of an

15 adjournment of more than three days to a day certain or an

16 adjournment of Congress sine die. The agreement referred

17 to in subsection (a) or order referred to in section 504 (a)

18 shall be delivered to both Houses of the Congress on the same

19 day and shall be delivered to the Clerk of the House of

20 Representatives if the House of Representatives is not in

21 session and to the Secretary of the Senate if the Senate is

22 not in session.

23 SEC. 503. ADDITIONAL PROVISIONS.— (a) Bilateral

24 commercial agreements under this title may in addition in-

25 elude provisions concerning—
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1 (1) safeguard arrangements necessary to prevent

2 disruption of domestic markets;

3 (2) arrangements for the protection of industrial

4 rights and processes, trademarks, and copyrights;

5 (3) arrangements for the settlement of commercial

G differences and disputes;

7 (4) arrangements for the promotion of trade in-

. 8 eluding those for the establishment or expansion of trade

9 and tourist promotion offices, for facilitation of activities

10 of governmental commercial officers, participation in

11 trade fairs and exhibits and the sending of trade mis-

12 sions, and for facilitation of entry, establishment, and

13 travel of commercial representatives; and

14 (5) such other arrangements of a commercial nature

15 as will promote the purposes of this Act.

16 (b) Nothing in this section shall be deemed to affect

17 domestic law.

18 SEC. 504. EXTENSION OP MOST-FAVOEED-NATION

19 TBEATMENT.— (a) The President may extend most-favored-

20 nation treatment to the products of a foreign country which

21 (1) has entered into a bilateral commercial agreement and

22 such agreement has entered into force pursuant to section

23 502, or (2) has become a party to an appropriate multi-

24 lateral trade agreement to which the United States is also a

25 party, and the President has issued an order extending such
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1 treatment, which order has taken effect pursuant to section

2 502 (c).

3 ^ (b) The application of most-favored-nation treatment

4 shall be limited to the period of effectiveness of the obliga-

5 tions of the Fnitetd States to such country under such bi-

6 lateral commercial agreement or multilateral agreement.

•1 (c) The President may at any time suspend or withdraw

8 any extension of most-favored-nation treatment to any coun-

9 try pursuant to subsection (a), and thereby cause all prod-

10 ucts of such country to be dutiable at the column 2 rate.

11 SEC. 505. MABKET DISBTJPTION.— (a) A petition may

12 be filed or a Tariff Commissioa investigation otherwise ini-

13 tiated under section 201 of this Act in respect to imports

14 of an article manufactured or produced in a country, the

15 products of which are receiving most-favored-nation treat-

16 ment pursuant to this title; in which case the Tariff Corn- 

17 mission shall determine (in lieu of the determination de-

18 scribed in section 201 (b) of this Act) whether imports of

19 such article produced in such country are causing or are

20 likely to cause material injury to a domestic industry pro-

21 during like or directly competitive articles, and whether a

22 condition of market disruption (within the meaning of

23 section 201 (f) (2) of this Act) exists with respect to such

24 imports.

25 (b) For the purposes of sections 202 and 203 of this
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1 -Act, an affirmative determination of the Tariff Commission

2 pursuant to subsection (a) of this section shall be treated

3 as an. affirmative determination of the Tariff Commission

4 pursuant to section 201 (b) of this Act: Provided, however,

5 That the President, in taking action pursuant to section

6 203 (a) (1) of this Act, may adjust imports of the article

7 • from the country in question without taking action in

8 respect of imports from other countries.

9 SEC. 506. EFFECTS ON OTHEE LAWS.—The President

10 shall from time to time reflect in general headnote 3 {e) of the

11 Tariff Schedules of the United States the provisions of this

12 title and actions taken hereunder, as appropriate.

13 TITLE VI—GENERALIZED SYSTEM OF

14 PREFERENCES

15 SEC. 601. PTJBPOSES.—The purpose of this title is to pro-

16 mote the general welfare, foreign policy and security of the

17 United States by enabling the United States to participate

18 with other developed countries in granting generalized tariff.

19 preferences to exports of manufactured and semimanufactured.

20 • products and of selected other products from developing coun-

21 tries. The Congress finds that the-welfare and security of the

22 United States are enhanced by efforts to further the economic

23 development of the developing countries, and that such devel-

24 opment may be assisted by providing increased access to



85

	82

1 markets in the developed countries, including the United

2 States, for exports from developing countries.

3 SBC. 602. AUTHORITY To EXTEND PBEFERENCES.^-

4 Notwithstanding the provisions of section 407 of this Act,

5 the President may designate any article as an eligible article,

6 may provide duty-free treatment for any eligible article from

7 any beneficiary developing country designated under section

8 604, and may modify or supplement any such action consist-

9 ent with the provisions of this title. In taking any such ac-

10 tion, the President shall have due regard for—

11 (1) the purpose of this title ;

12 (2) the anticipated impact of such action on United

13 States producers of like or directly competitive products;

14 and

15 (3) the extent to which other major developed

16 - countries are undertaking a comparable effort to assist

17 , beneficiary developing countries by granting prefer-

lg ences with respect to imports of products of such coun-

19 tries.

2d SEC. 603. ELIGIBLE AETICLES.—(a) In connection

21 with any proposed action under section 602, the President

22 shall from time to time publish and furnish the Tariff Corn- 

23 mission with lists of articles which may be considered for 

24. designation as eligible articles. Prior to the taking of actions 

25 under section 602 providing duty-free treatment for any
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1 article, theprovisions of sections 111 through 114 of this

2 Act shall be complied with as though such actions were

3 actions under section 101 of this Act to carry out a trade

4 agreement entered into thereunder.

5 (b) Preferential treatment provided under section 602

6 shall apply only to eligible articles which are imported

7 directly from a beneficiary developing country into the

8 customs territory of the United States: Provided, That the

9 sum of the cost or value of materials produced in the bene-

10 ficiary developing country plus the direct costs of processing

11 operations performed in the beneficiary developing country

12 shall equal or exceed that percentage of the appraised value

13 of the article at the time of its entry into the customs

14 territory of the United States that the Secretary of the

15 Treasury shall by regulation prescribe. Such percentage,

16 which may be modified from time to time, shall apply

17 uniformly to all articles from-all beneficiary developing

lg countries. For the purposes of this subsection, the Secre-

19 tary shall also determine what constitutes direct costs and

20 shall prescribe rules governing direct importation.

21 (c) No action shall be taken under section 602 desig-

22 nating as an eligible article any article the importation of

23 which is the subject of any action pursuant to section 203

24 of this Act, section 351 of the Trade Expansion Act of 1962,

25 section 22 of the Agricultural Adjustment Act, section 202
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1 of the Sugar Act of 1947, or the Act of August 22, 1964

2 . (78 Stat. 594), or any agreement concluded pursuant to sec-

3 tion 204 of the Agricultural Act of 1956, or any action by

4 the President pursuant to section 232 of the Trade Expan-

5 sion Act. Upon the effective date of any action pursuant to

5 section 203 of this Act, section 22 of the Agricultural Ad-

7 justment Act, section 202 of the Sugar Act of 1947, or the

g Act of August 22, 1964 (78 Stat. 594), or any agreement

9 concluded pursuant to section 204 of the Agricultural Act

10 of 1956, or any action by the President pursuant to sec-

11 tion 232 of the Trade Expansion Act, with respect to any

12 article then designated an eligible article, such article shall

13 cease to be an eligible article. When the actions or agree-

14 ments described in the foregoing sentence cease to apply to

15 an article, the President may again designate such article as

1Q an eligible article pursuant to the provisions of this section.

17 (d) After receiving an affirmative finding of the Tariff

lg Commission under section 201 of this Act in respect to an

19 eligible article, the President may, in lieu of the actions per-

20 mitted under section 203 of this Act terminate the status

21 of such article as an eligible article.

22 SBC. 604. BENEFICIARY DEVELOPING COUNTRY.— (a)

23 Subject to the provisions of subsection (b), the President may

24 designate any country a beneficiary developing country,

25 taking into account—

96-006 O - 73 - pt. 1 -- 8
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1 (1) the purpose of this title;

2 (2) any expression by such country of its desire

3 to be so designated;

4 (3) the level of economic development of such coun-

5 try, including its per capita gross national product, the

0 living standards of its inhabitants, and any other eco-

7 nomic factors which he deems appropriate;

8 (4) whether or not the other major developed

9 countries are extending generalized preferential tariff

10 treatment to such country; and

11 " (5) whether or not such country has nationalized,

12 ' expropriated, or seized ownership or control of property

13 owned by a United States citizen, or any corporation,

•14 partnership, or association not less than 50 per centum

15 beneficially owned by citizens of the United States with-

16 out provision for the payment of prompt, adequate, and

17 " effective compensation.

18 (b) The President shall not designate any country a

19 beneficiary developing country—

20 (1) the products of which are not receiving most- 

21' ' favored-nation treatment by reason of general head-

22 note 3 (e) to the Tariff Schedules of the United States;

23 or

24 (2) which accords preferential treatment to the

25 products of a developed country other than the United
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1 States, unless the President has received assurances satis-

2 factory to him that such preferential treatment will be

3 eliminated before January 1, 1976.

4 SEC. 605. LIMITATIONS ON PREFERENTIAL TEBAT-

5 MENT.— (a) The President may modify,*withdraw, suspend,

6 or limit the application of the preferential treatment accorded

7 under section 602 with respect to any article or with respect

8 to any country: Provided, That no rate of duty shall be

9 established in respect of any article pursuant to this section

10 other than the rate which would apply in the absence of

11 this title. In taking any such action, the President shall con-

12 sider the factors set forth in sections 602 and 604 (a) of this

13 title.

14 (b) The President shall withdraw or suspend the desig-

15 nation of a country as a beneficiary developing country if,

16 subsequent to such designation—

17 (1) the products of such country are excluded from

18 the benefit of most-favored-nation treatment by reason

19 of general headnote 3 (e) to the Tariff Schedules of the

20 United States; or

21 (2) he determines that such country has not elim-

22 inated or will not eliminate preferential treatment ac-

23 corded by it to the products of a developed country other

24 than the United States before January 1, 1976.
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1 (c) Whenever the President determines that a country

2 has supplied 50 per centum by value of the total imports of

3 an eligible article into the United States, or has supplied a

4 quantity of such article to the United States having a value

5 of more than $25,000,000, on an annual basis over a rep-

6 resentative period, that country shall not be considered a

7 beneficiary developing country in respect of such article,

8 unless the President determines that it is in the national

9 interest to designate, or to continue the designation of such

10 country as a beneficiary developing country in respect of

11 such article.

12 (d) N"o action pursuant to this title may affect any

13 tariff duty imposed by the Legislature of Puerto Eico pur-

14 suant to section 319 of the Tariff Act of 1930, as amended

15 (46 Stat. 696), upon coffee imported into Puerto Rico.

16 SEC. 606. DEFINITIONS.—For the purposes of this

17 title:

18 (1) The term "country" shall mean any country, de-

19 pendent territory (including an insular possession or trust

20 territory of the United States), area, or association of

21 countries.

22 (2) The term "developed country" shall mean any

23 country determined by the President to enjoy a high level

24 of economic development relative of the countries of the
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1 world taken as a whole, taking into account its per capita

2 gross national product, the living standards of its inhabitants,

;3 and any other economic factors which he deems appropriate.

4 (3) The term "major developed country" shall mean

5 any developed country which is a member of the Organization

>> for Economic Cooperation and Development and which is

7 -determined by the President to account for a significant

•8 percentage of world trade.

9 SEC. 607. EFFECTIVE PERIOD OF PREFERENCES.—No

.10 preferential treatment under this title shall remain in effect

11 for a period in excess of ten years after the effective date

12 of the grant of such preferential treatment or after Decem-

i:-> ber 31, 1984, whichever is the earlier. •

14 TITLE VII—GENERAL PROVISIONS

15 SEC. 701. AUTHORITIES.— (a) The President may

16 delegate the power, authority, and discretion conferred upon

17 him by this Act to the heads of such agencies as be may

18 deem appropriate.

19 (b) The head of any agency performing functions under

20 this Act may—

21 (1) authorize the head of any other agency to

22 perform any ;of such functions ;

23 .. <(2) prescribe such rules and regulations as may be

24 necessary to perform such functions; and

25 (3) to the extent necessary to perform such func-
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1 tions, procure the temporary (not in excess of one year)

2 or intermittent services of experts or .consultants or or-

3 ganizations thereof, including stenographic reporting

4 services, by contract or appointment, and in such cases

5 such services shall be without regard to the civil service

(> and classification laws, and, except in the case of steno-

7 graphic reporting services by organizations, without re-

8 gard to section 3709 of the Revised Statutes (41

9 U.S.C. 5).

10 SEC. 702. REPORTS.— (a) The President shall submit to

11 the Congress an annual report on the trade agreements pro-

12 gram and on import relief and adjustment assistance for

13 workers under this Act. Such report shall include information

14 regarding new negotiations; changes made in duties and non-

15 tariff barriers and other distortions of trade of the United

16 States; reciprocal concessions obtained; changes in trade

17 agreements (including the incorporation therein of actions

18 taken for import relief and compensation provided therefor)-;

19 extension or withdrawal of most-fayered-nation treatment by

20 the United States with respect to the 'products of a foreign

21 country; extension, modification, withdrawal, suspension, or

22 limitation of preferential treatment to exports of developing

23 countries; the results of action ta.ken to obtain removal :0f

24 foreign trade restrictions (including discriminatory •restrie-

25 tions) against United States exports; and the measures being
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1 taken to seek the removal of other significant foreign import

2 restrictions; other information relating to the trade agree-

3 ments program and to the agreements entered into there-

4 under, and information relating to the provision of adjustment

5 assistance for workers dislocated due to imports.

6 (b) The Tariff Commission shall submit to the Con-

7 gress, at least once a year, a factual report on the operation

8 of the trade agreements program.

9 SEC. 703. TAEIFP COMMISSION.— (a) In order to ex-

10 pedite the performance of its functions under this Act, the

11 Tariff Commission may conduct preliminary investigations,

12 determine the scope and manner of its proceedings, and cori-

13 solidate proceedings before it.

14 (b) In performing its functions under this Act, the

15 Tariff Commission may exercise any authority granted to it

16 under any other Act.

11 (c) The Tariff Commission shall at all times keep in-

18 formed concerning the operation and effect of provisions

19 relating to duties or other import restrictions of the United

20 States contained in trade agreements entered into under the

21 trade agreements program.

22 SBC. 704. SEPARABILITY.—If any provision of this Act

23 or the application of any provision to any circumstances or

24 persons shall be held invalid, the validity of the remainder
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1 of this Act, and of the application of such provision to other

2 circumstances or persons, shall not be affected thereby.

3 SEC. 705. DEFINITIONS.—For the purposes of this Act:

4 (1) The term "agency" includes any United States

5 agency, department, board, instrumentality, commission, or

6 establishment, or any corporation wholly or partly owned

7 by the United States.

8 (2) The term "duty" includes the rate and form of any

9 import duty, including but not limited to tariff-rate quotas.

10 (3) The term "other import restriction" includes a

11 limitation, prohibition, charge, and exaction other than

12 duty, imposed on importation or imposed for the regulation

13 of imports.

14 (4) The term "firm" includes an individual pro-

15 prietorship, partnership, joint venture, association, corpora-

16 tion (including a development corporation), business trust,

17 cooperative, trustees in bankruptcy, and receivers under

18 decree of any court.

19 (5) An imported article is "directly competitive with"

20 a domestic article at an earlier or later stage of processing,

21 and a domestic article is "directly competitive with" an

22 imported article at an earlier or later stage of processing,

23 if the importation of the imported article has an economic

24 effect on producers of the domestic article comparable to the
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1 effect of importation of articles in the same stage of proc-

2 essing as the domestic article. For purposes of this para-

3 graph, the unprocessed article is at an earlier stage of

4 processing.

5 (6) A product of a country or area is an article which

6 is the growth, produce, or manufacture of such country or

7 area.

8 (7) The term "modification", as applied to any duty

9 or other import restriction, includes the elimination of any

10 duty or other import restriction.

11 (8) The term "existing" without the specification of any

12 date, when used with respect to any matter relating to enter 

ic ing into or carrying out a trade agreement or other action

14 authorized by this Act, means existing on the day on which

15 such trade agreement is entered into or such other action is

16 taken, arid, when referring to a rate of duty, refers to the

17 .nonpreferential rate of duty (however established, and even

18 though temporarily suspended by Act of Congress or other-

'10 wise) existing in column 1 of the Tariff Schedules of the

20 ' United States on such day.

21 (9) The term "ad valorem equivalent" means the ad

22 valorem equivalent of a specific rate or, in the case of a com-

23 bination of rates including a specific rate, the sum of the ad

24 valorem equivalent of the specific rate and of the ad valorem

25 rate. The ad valorem equivalent shall be determined by the
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1 President on the basis of the value of imports of the article

2 concerned during a period determined by him to be repre-

3 sentative. In determining the value of imports, the President

4 shall utilize, to the maximum extent practicable, the stand-

5 ards of valuation contained in section 402 or 402a of the

6 Tariff Act of 1930 (19 U.S.O., sec. 1401a or 1402) appli-

7 cable to the article concerned during such representative

8 period.

9 SBC. 706. RELATION TO OTHBE LAWS.—(a) The sec-

10 ond and third sentences of section 2 (a) of the Act entitled

11 "An Act to amend the Tariff Act of 1930," approved

12 June 12, 1934, as amended (19 U.S.O. 1352 (a)), are each

13 amended by striking out "this Act or the Trade Expansion

14 Act of 1962" and inserting in lieu thereof "this Act or the

15 Trade Expansion Act of 1962 or the Trade Reform Act

16 of 1973."

17 (b) Action taken or considered to have been taken

18 by the President under section 231 of the Trade-Expansion

19 Act of 1962 and in effect on the date of the enactment of

20 this Act shall be considered as having been taken by the

21 President under section 501 (a).

22 (c) Section 242 of the Trade Expansion Act of 1962 is

23 amended as follows:

24 (1) by striking out "351 and 352" in subsection
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1 (a) and inserting in lieu thereof "201, 202, and 203 of

2 the Trade Eeform Act of 1973";

3 (2) by striking out "with respect to tariff adjust-

4 ment" in subsection (b) (2) ;

5 (3) by striking out "301 (e)" in subsection (b)

6 (2) and inserting in lieu thereof "201 (d) of the Trade

7 Reform Act of 1973"; and

8 (4) by striking out "section 252 (d)" each place

9 it appears and inserting in lieu thereof "subsection 301

10 (c) of the Trade Eeform Act of 1973".

11 . (d) Sections 202, 211, 212, 213, 221, 222, 223, 224,

12 225, 226, 231, 243, 252, 253, 254, 255, 256 (1), (2), and

13 (3), 301, 311 through 338, 361, 401, 402, 403, 404, and

14 405 (1), (3), (4), and (5) of the Trade Expansion Act of

15 1962 are repealed.

16 (e) All provisions of law (other than this Act, the

17 Trade Expansion Act of 1962, and the Trade Agreements

18 Extension Act of 1951) in effect after the date of enactment

19 of this Act, referring to section 350 of the Tariff Act of

20 1930, to that section as amended, to the Act entitled "An

21 Act to amend the Tariff Act of 1930," approved June 12,

22 1934, to that Act as amended or to the Trade Expansion

23 Act of 1962, or to agreements entered into, or proclamations

24 issued, or actions taken under any of such provisions, shall

25 be construed, unless clearly precluded by the context, to
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1 refer also to this Act, or to agreements entered into or proc-

2 lamations or orders issued, pursuant to this Act.

3 (f) Headnote 4 to schedule 1, part 5, subpart B of the

4 Tariff Schedules of the United States (77A Stat. 32, 19

5 U.S.C. 1202) is hereby repealed.

6 (g) The Johnson Debt Default Act (62 Stat. 744; 18

7 U.S.C. 955) is hereby repealed.

8 (h) Section 350 (a) (6) of the Tariff Act of 1930 is

9 repealed.

10 SEC. 707. CONSEQUENTIAL CHANGES IN THE TARIFF
11 SCHEDULES.—The President shall from time to tune, as ap-

12 propriate, embody in the Tariff Schedules of the United

13 States the substance of the relevant provisions of this Act,

14 and of other Acts affecting import treatment, and actions

15 thereunder, including modification, continuance, or imposition

16 of any rate of duty or other import restriction.

17 SEC. 708. SIMPLIFICATION AND MODIFICATION OF

18 THE TARIFF SCHEDULES.— (a) If the President determines

19 that such action will simplify or clarify the Tariff Schedules

20 of the United States, or that it will reduce barriers to inter-

21 national trade, he may from time to tune, upon recommen-

22 dation of the Tariff Commission, modify or amend the Tariff

23 Schedules of the United States, which modification or amend-

24 metit may include, without limitation:

25 (1) establishment of new classification;
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1 (2) transfer of particular articles from one clas-

2 sification to another classification; and

3 (3) abolition of classifications:

4 Provided, That except as authorized in subsection (b), such

5 action shall not result in any modification of any rate of duty

(J or other import restriction. This subsection shall not be

7 deemed, however, to authorize the adoption of a revised

8 tariff nomenclature in place of the Tariff Schedules of the

9 United States.

10 (b) If the President determines that such action would

11 contribute to the simplification or clarification of the Tariff

12 Schedule's, he may—

13 (1) modify the rate of duty applicable to any

14 article, or impose or eliminate a rate of duty in respect

15 of any article, provided that no rate of duty or duty-

16 free treatment may be changed by more than 1 per

17 centum ad valorem (or the ad valorem equivalent) from

18 the rate existing on the effective date of this Act, or as

.19 modified in accordance with the provisions of any trade

20 agreement concluded in accordance herewith;

21 (2) subject to subsection (d), modify the rate of

22 duty applicable to any article or impose or eliminate a

23 rate of duty in respect of any article, without regard to

24 the limitation contained in paragraph (1) of this sub-

25 section, or modify another import restriction, applicable

26 to an article, or group of articles, the annual imports of
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1 which have in none of the immediately preceding ten

2 years exceeded $10,000.

3 (c) Before recommending to the President any action

4 under this section the Tariff Commission shall publish in

5 the Federal Register a public notice of the type of modifica-

6 tion of the Tariff Schedules which it has under consideration,

7 and shall give interested parties adequate opportunity for

8 the presentation of their views to the Commission.

9 (d) Following any modification of the type authorized

10 by subsection (b) (2) which has, or could have, the effect

11 of reducing or eliminating a duty or other import restriction,

12 the Tariff Commission shall, for a period of five years follow-

13 ing the effective date of such modification, observe the effect,

14 • if any, of the modification on the importation of the article,

15 or group of articles, involved. The Commission shall

16 promptly report to the President any substantial increase in

17 the imports of such article, or group of articles, during such

18 five-year period. If the President determines that an effect

19 of the modification has been a substantial increase in the

20 imports of such article or group, and that such increase has

21 resulted, or is likely to result, in injury to the domestic indus-

22 try producing the like or directly competitive article, he shall

23 promptly terminate the modification of the duty or other

24 import restriction of such article or group of articles.

25 (e) The President may at any time terminate, in whole

26 or in part, any action taken under this section.
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MESSAGE OF THE PRESIDENT
To the Congress of the United States:

The Trade Reform Act of 1973, which I am today proposing to the 
Congress, calls for the most important changes in more than a decade 
in America's approach to world trade.

This legislation can mean more and better jobs for American 
workers.

It can help American consumers get more for their money.
It can mean expanding trade and expanding prosperity, for the 

United States and for our trading partners alike.
Most importantly, these proposals can help us reduce international 

tensions and strengthen the structure of peace.
The need for trade reform is urgent. The task of trade reform re 

quires an effective, working partnership between the executive' and 
legislative branches. The legislation I submit today has been developed 
in close consultation with the Congress and it envisions continuing 
cooperation after it is enacted. I urge the Congress to examine these 
proposals in a spirit of constructive partnership and to give them 
prompt and favorable consideration.

This legislation would help us to:
—Negotiate for a more open and equitable world trading system;
—Deal effectively with rapid increases in imports that disrupt 

domestic markets and displace American workers;
—Strengthen our ability to meet unfair competitive practices;
—Manage our trade policy more efficiently and use it more effec 

tively to deal with special needs such as our balance of payments 
and inflation problems; and

—Take advantage of new trade opportunities while enhancing the 
contribution trade can make to the development of poorer 
countries.

STRENGTHENTNG THE STRUCTURE or PEACE
The world is embarked today on a profound and historic movement 

away from confrontation and toward negotiation in resolving inter 
national differences. Increasingly in recent years, countries have come 
to see that the best way of advancing their own interests is by expand 
ing peaceful contacts with other peoples. We have thus begun to erect 
a durable structure of peace in the world from which all nations can 
benefit and in which all nations have a stake.

This structure of peace cannot be strong, however, unless it encom 
passes international economic affairs. Our progress toward world peace 
and stability can be significantly undermined by economic conflicts

(1)
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which breed political tensions and weaken security ties. It is impera 
tive, therefore, that we promptly turn pur negotiating efforts to the 
task of resolving problems in the economic arena.

My trade reform proposals would equip us to meet this challenge. 
They would help us in creating a new economic order which both re 
flects and reinforces the progress we have made in political affairs. As 
I said to the Governors of the International Monetary Fund last 
September, our common goal should be to "set in place an economic 
structure that will help and not hinder the world's historic movement 
toward peace."

TOWARD A NEW INTERNATIONAL ECONOMIC ORDER
The principal institutions which now govern the world economy 

date from the close of World War II. At that time, the United States 
enjoyed a dominant position. Our industrial and agricultural systems 
had emerged from the war virtually intact. Our substantial reserves 
enabled us to finance a major share of international reconstruction. 
We gave generously of our resources and our leadership in helping 
the world economy get back on track.

The result has been a quarter century of remarkable economic 
achievement—and profound economic change. In place of a splintered 
and shattered Europe stands a new and vibrant European Community. 
In place of a prostrate Japan stands one of the free world's strong 
est economies. In all parts of the world new economic patterns have 
developed and new economic energies have been released.

These successes have now brought the. world into a very different 
period. America is no longer the sole, dominating economic power. The 
new era is one of growing economic interdependence, shared economic 
leadership, and dramatic economic change.

These sweeping transformations, however, have not been matched 
by sufficient change in our trading and monetary systems. The ap 
proaches which served us so well in the years following World War II 
have now become outmoded; they are simply no longer equal to the 
challenges of our time.

The result has been a growing sense of strain and stress in the in 
ternational economy and even a resurgence of economic isolationism as 
some have sought to insulate themselves from change. If we are to 
make our new economic era a time of progress and prosperity for all 
the world's peoples, we must resist the impulse to turn inward and 
instead do all we can to see that our international economic arrange 
ments are substantially improved.

MOMENTUM FOR CHANGE
The United States has already taken a number of actions to help 

build a new international economic order and to advance our interests 
within it.

—Our New Economic Policy, announced on August 15, 1971, has 
helped to improve the performance of our domestic economy, re 
ducing unemployment and inflation and thereby enhancing our 
competitive position.
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—The realignment of currencies achieved under the Smithsonian 
Agreement of December 18,1971, and by the adjustments of recent 
weeks have also made American goods more competitive with

—Building on the Smithsonian Agreement, we have advanced far- 
reaching proposals for lasting reform in the world's monetary 
system.

—We have concluded a trade agreement with the Soviet Union that 
promises to strengthen the fabric of prosperity and peace.

—Opportunities for mutually beneficial trade are developing with 
with the People's Bepublic of China.

—We have opened negotiations with the enlarged European Com 
munity and several of the countries with which it has concluded 
special trading agreements concerning compensation due us as a 
result of their new arrangements.

But despite all these efforts, underlying problems remain. We need 
basic trade reform, and we need it now. Our efforts to improve the 
world's monetary system, for example, will never meet with lasting 
success unless basic improvements are also achieved in the field of inter 
national trade.

BtmoiNG A FAIR AND OPEN TRADING WORLD
A wide variety of barriers to trade still distort the world's economic 

relations, harming our own interests and those of other countries.
—Quantitative barriers hamper trade in many commodities, includ 

ing some of our potentially most profitable exports.
—Agricultural barriers limit and distort trade in farm products, 

with special damage to the American economy because of our com 
parative advantage in the agricultural field.

—Preferential trading arrangements have spread to include most of 
Western Europe, Africa and other countries bordering on the 
Mediterranean Sea.

—Non-tariff barriers have greatly proliferated as tariffs have de 
clined.

These barriers to trade, in other countries and in purs, presently 
cost the United States several billion dollars a year in the form of 
higher consumer prices and the inefficient use of our 1'esources. Even 
an economy as strong as ours can ill afford such losses.

Fortunately, our major trading partners have joined us in a com 
mitment to broad, multilateral trade negotiations beginning this fall. 
These negotiations will provide a unique opportunity for reducing 
trading barriers and expanding world trade.

It is in the best interest of every nation to sell to others the goods 
it produces more efficiently and to purchase the goods which other 
nations produce for efficiently. If we can operate on this basis, then 
both the earnings of our workers and the buying power of our dollars 
can be significantly increased.

But while trade should be more open, it should also be more fair. 
This means, first, that the rules and practices of trade should be fair 
to all nations. Second, it means tnat the benfits of trade should be 
fairly distributed among American workers, farmers, businessmen
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and consumers alike and that trade should create no undue burdens 
for any of these groups.

I am confident that our free and vigorous American economy can 
more than hold its own in open world competition. But we must 
always insist that such competition take place under equitable rules.

THE URGENT NEED FOR ACTION
The key to success in our coming trade negotiations will be the 

negotiating authority the United States brings to the bargaining 
table. Unless our negotiators can speak for this country with suffi 
cient authority, other nations will undoubtedly be cautious and non 
committal—and the opportunity for change will be lost.

We must move promptly to provide our negotiators with the 
authority their task requires. Delay can only aggravate the strains 
we have already experienced. Disruptions in world financial markets, 
deficits in our trading balance, inflation in the international market 
place, and tensions in the diplomatic arena all argue for prompt and 
decisive action. So does the plight of those American workers and 
businesses who are damaged by rapidly rising imports or whose 
products face barriers in foreign markets.

For all of these reasons, I urge the Congress to act on my recom 
mendations as expeditiously as possible. We face pressing problems 
here and now. We cannot wait until tomorrow to solve them.

PROVIDING NEW NEGOTIATING AUTHORITIES
Negotiators from other countries will bring to the coming round 

of trade discussions broad authority to alter their barriers to trade. 
Such authority makes them more effective bargainers; without such 
authority the hands of any negotiator would be severely tied.

Unfortunately, the President of the United States and those who 
negotiate at his direction dp not now possess authorities comparable 
to those which other countries will bring to these bargaining sessions. 
Unless these authorities are provided, we will be badly hampered in 
our efforts to advance American interests and improve our trading 
system.

My proposed legislation therefore calls upon the Congress to dele 
gate significant new negotiating authorities to the executive branch. 
For several decades now, both the Congress and the President have 
recognized that trade policy is one field in which such delegations 
are indispensable. This concept is clearly established; the questions 
which remain concern the degree of delegation which is appropriate 
and the conditions under which it should be carried out.

The legislation I submit today spells out only that degree of dele 
gation which I believe is necessary and proper to advance the national 
interest. And just as we have consulted closely with the Congress in 
shaping this legislation, so the executive branch will consult closely 
with the Congress in exercising any negotiating authorities it receives 
I invite the Congress to set up whatever mechanism it deems best 
for closer consultation and cooperation to ensure that its views are 
properly represented as trade negotiations go forward.
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It is important that America speak authoritatively and with a 
single voice at the international bargaining table. But it is also im 
portant that many voices contribute as the American position is being 
shaped.

The proposed Trade Eefonn Act of 1973 would provide for the 
following new authorities:

First, I request authority to eliminate, reduce, or increase customs 
duties in the context of negotiated agreements. Although this author 
ity is requested for a period of five years, it is my intention and my 
expectation that agreements can be concluded in a much shorter time. 
Last October, the member governments of the European Community 
expressed their hope that the coming round of trade negotiations will 
be concluded by 1975. I endorse this timetable and our negotiators 
will cooperate fully in striving to meet it.

Secondly, I request a Congressional declaration favoring negotia 
tions and agreements on non-tariff barriers. I am also asking that 
a new, optional procedure be created for obtaining the approval of 
the Congress for such agreements when that is appropriate. Currently 
both Houses of the Congress must take positive action before any such 
agreement requiring changes in domestic law becomes effective—a 
process which makes it difficult to achieve agreements since our trad 
ing partners know it is subject to much uncertainty and delay. Under 
the new arrangement, the Persident would give notice to the Congress 
of his intention to use the procedure at least 90 days in advance of 
concluding an agreement in order to provide time for appropriate 
House and Senate Committees to consider the issues involved and to 
make their views known. After an agreement was negotiated, the 
President would submit that agreement and proposed implementing 
orders to the Congress. If either House rejected them by a majority 
vote of all members within a period of 90 days, the agreement and 
implementing orders would then enter into effect.

Thirdly, I request advance authority to carry out mutually bene 
ficial agreements concerning specific customs matters primarily in 
volving valuation and the marking of goods by country of origin.

The authorities I outline in my proposed legislation would give our 
negotiators the leverage and the flexibility they need to reduce or 
eliminate foreign barriers to American products. These proposals 
would significantly strengthen America's bargaining position in the 
coming trade negotiations.

OBJECTIVES IN AGRICTTWURAL, TRADE

I am not requesting specific negotiating authority relating to agri 
cultural trade. Barriers to such trade are either tariff or non-tariff in 
nature and can be dealt with under the general authorities I am 
requesting.

One of our major objectives in the coming negotiations is to pro 
vide for expansion in agricultural trade. The strength of American 
agriculture depends on the continued expansion of our world mar 
kets—especially for the major bulk commodities our farmers pro 
duce so efficiently. Even as we have been moving toward a great re 
liance on free market forces here at home uftder the Agricultural 
Act of 1970, so we seek to broaden the role of market forces on the
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international level by reducing and removing barriers to trade in 
farm products.

I am convinced that the concerns which all nations have for their 
farmers and consumers can be met most effectively if the market 
plays a far greater role in determining patterns of agricultural produc 
tion and consumption. Movement in this direction can do much to help 
ensure adequate supplies of food and relieve pressure on consumer 
prices.

PROVIDING FOR IMPORT RELIEF
As other countries agree to reduce their trading barriers, we expect 

to reduce ours. The result will be expanding trade, creating more and 
better jobs for the American people and providing them with greater 
access to a wider variety of products from other countries.

It is true, of course, that reducing import barriers has on some oc 
casions led to sudden surges in imports which have had disruptive 
effects on the domestic economy. It is important to note, however, that 
most severe problems caused by surging imports have not been related 
to the reduction of import barriers. Steps toward a more open trading 
order generally have a favorable rather than an unfavorable impact 
on domestic jobs.

Nevertheless, damaging import surges, whatever their cause, should 
be a matter of great concern to our people and our Government. I be 
lieve we should have effective instruments readily available to help 
avoid serious injury from imports and give American industries and 
workers time to adjust to increased imports in an orderly way. My 
proposed legislation outlines new measures for achieving these goals.

To begin with, I recommend a less restrictive test for invoking im 
port restraints. Today, restraints are authorized only when the Tariff 
Commission finds that imports are the "major cause" of serious injury 
or threat thereof to a domestic industry, meaning that their impact 
must be larger than that of all other causes combined. Under my pro 
posal, restraints, would be authorized when import competition was the 
"primary cause" of such injury, meaning that it must only be the larg 
est single cause. In addition, the present requirement that injury must 
result from a previous tariff concession would be dropped.

I also recommend a new method for determining whether imports 
actually are the primary cause of serious injury to domestic producers. 
Under my proposal, a finding of "market disruption" would constitute 
prima facie evidence of that fact. Market disruption would be defined 
as occurring when imports are substantial, are rising rapidly both 
absolutely and as a percentage of total domestic consumption, and are 
offered at prices substantially below tho§e of competing domestic 
products.

- " My proposed legislation would give the President greater flexibility 
in providing appropriate relief from import problems—including or 
derly marketing agreements or higher tariffs or quotas. Restraints 
could be imposed for an initial period of five years and, at the discre 
tion and consumption. Movement in this direction can do much to help 
years. In exceptional cases, restrictions could be extended even furtn.er 
after a two-year period and following a new investigation by the Tarift 
Commission.
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IMPROVING ADJUSTMENT ASSISTANCE
Our responsibilities for easing the problems of displaced workers 

are not limited to those whose unemployment can be traced to imports. 
All displaced workers are entitled to adequate assistance while they 
seek new employment. Only if all workers believe they are getting a 
fair break can our economy adjust effectively to change.

I will therefore propose in a separate message to the Congress new 
legislation to improve our systems of unemployment insurance and 
compensation. My proposals would set minimum Federal standards for 
benefit levels in State programs, ensuring that all workers covered by 
such programs are treated equitably, whatever the cause of their in 
voluntary unemployment. In the meantime, until these standards be 
come effective, I am recommending as a part of my trade reform pro 
posals that we immediately establish benefit levels which meet these 
proposed general standards for workers displaced because of imports.

I further propose that until the new standards for unemployment 
insurance are in place, we make assistance for workers more readily 
available by dropping the present requirement that their unemploy 
ment must have been caused by prior tariff concessions and that im 
ports must have been the "major cause" of injury. Instead, such as 
sistance would be authorized if the Secretary of Labor determined 
that unemployment was substantially due to import-related causes. 
Workers unemployed because of imports would also have job train 
ing, job search allowances, employment services and relocation as 
sistance available to them as permanent features of trade adjustment 
assistance.

In addition, I will submit to the Congress comprehensive pension 
reform legislation which would help protect workers who lose their 
jobs against loss of pension benefits. This legislation will contain a 
mandatory vesting requirement which has been developed with older 
workers particularly in mind.

The proposed Trade Reform Act of 1973 would terminate the pres 
ent program of adjustment assistance to individual firms. I recom 
mend this action because I believe this program has been largely in 
effective, discriminates among firms within a given industry and has 
needlessly subsidized some firms at the taxpayer's expense. Changing 
competitive conditions, after all, typically act not upon particular 
firms but upon an industry as a whole and I have provided for entire 
industries under my import relief proposals.

DEAIJNG WITH UNFAIR TRADE PRACTICES

The President of the United States possesses a variety of authorities 
to deal with unfair trade practices. Many of these authorities must 
now be modernized if we are to respond effectively and even-handedly 
to unfair import competition at home and to practices which unfairly 
prejudice our export opportunities abroad.

To cope with unfair competitive practices in our own markets, my 
proposed legislation would amend our antidumping and countervail 
ing duty laws to provide for more expeditious investigations rnd 
decisions. It would make a number of procedural and other changes in
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these laws to guarantee their effective operation. The bill would also 
amend the current statute concerning patent infringement by subject 
ing cases involving imports to judicial proceedings similar to those 
which involve domestic infringement, and by providing for fair proc 
esses and effective action in the event of court delays. I also propose 
that the Federal Trade Commission Act be amended to strengthen our 
ability to deal with foreign producers whose cartel or monopoly prac 
tices raise prices in our market or otherwise harm our interest by re 
straining trade.

In addition, I ask for a revision and extension of my authority to 
raise barriers' against countries which unreasonably or unjustifiably 
restrict our exports. Existing law provides such authority only under 
a complex array of conditions which vary according to the practices 
or exports involved. My proposed bill would simplify the authority 
and its use. I would prefer, of course, that other countries agree to 
remove such restrictions on their own, so that we should not have to 
use this authority. But I will consider using it whenever it becomes 
clear that our trading partners are unwilling to remove unreasonable 
or unjustifiable restrictions against our exports.

OTHER MAJOR PROVISIONS
Most-Favored-Nation Authority. My proposed legislation would 

grant the President authority to extend most-favored-nation treat 
ment to any country when he deemed it in the national interest to do 
so. Under my proposal, however, any such extension to countries not 
now receiving most-favored-nation treatment could be vetoed by a 
majority vote of either the House or the Senate within a three-month 
period.

This new authority would enable us to carry out the trade agree 
ment we have negotiated with the Soviet Union and thereby ensure 
that country's repayment of its lend-lease debt. It would also enable 
us to fulfill our commitment to Eomania and to take advantage of 
opportunities to conclude beneficial agreements with other countries 
which do not now receive most-favored-nation treatment.

In the case of the Soviet Union, I recognize the deep concern which 
many in the Congress have expressed over the tax levied on Soviet 
citizens wishing to emigrate to new countries. However, I do not be 
lieve that a policy of denying most-favored-nation treatment to Soviet 
exports is a proper or even an effective way of dealing with this 
problem.

One of the most important elements of our trade agreement with the 
Soviet Union is the clause which calls upon each party to reduce 
exports of products which cause market disruptions in the other coun 
try. While I have no reason to doubt that the Soviet Union will meet 
its obligations under this clause if the need arises, we should still have 
authority to take unilateral action to prevent disruption if such action 
is warranted.

Because of the special way in which state-trading countries market 
their products abroad, I would recommend two modifications in the 
way we take such action. First, the Tariff Commission should only 
have to find "material injury" rather than "serious injury" from im-'
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ports in order to impose appropriate restraints. Secondly, such re 
straints should apply only to exports from the offending country. These 
by state-trading countries, eliminating the difficult and time-consum 
ing problems associated with trying to reach a constructed value for 
their exports.

Balance of Payments Authority. Though it should only be used in 
exceptional circumstances, trade policy can sometimes be an effective 
supplementary tool for dealing with our international payments im 
balances. I therefore request more flexible authority to raise or lower 
import restrictions on a temporary basis to help correct deficits or sur 
pluses in our payments position. Such restraints could be applied to 
imports from all countries across the board or only to those countries 
which fail to correct a persistent and excessive surplus hi their global 
payments position.

Anti-Inflation Authority. My trade recommendations also include 
' a proposal I made on March 30th as a part of this Administration's 
effort to curb the rising cost of living. I asked the Congress at that 
time to give the President new, permanent authority to reduce certain 
import barriers temporarily and to a limited extent when he deter 
mined that such action was necessary to relieve inflationary pressures 
within the United States. I again urge prompt approval for this im 
portant weapon in our war against inflation.

Generalized Tariff Preferences. Another significant provision of my 
proposed bill would permit the United States to join with other devel 
oped countries, including Japan and the members of the European 
Community, in helping to improve the access of poorer nations to the 
markets of developed countries. Under this arrangement, certain prod 
ucts of developing nations would benefit from preferential treatment 
for a ten-year period, creating new export opportunities for such coun 
tries, raising their foreign exchange earnings, and permitting them to 
finance those higher levels of imports that are essential for more rapid 
economic growth.

This legislation would allow duty-free treatment for a broad range 
of manufactured and semi-manufactured products and for a selected 
list of agricultural and primary products which are now regulated 
only by tariffs. It is our intention to exclude certain import-sensitive 
products such as textile products, footwear, watches and certain steel 
products from such preferential treatment, along with products which 
are now subject to outstanding orders restricting imports. As is the 
case for the multilateral negotiations authority, public hearing proce 
dures would be held before such preferences were granted and prefer 
ential imports would be subject to the import relief provisions which 
I have recommended above. Once a particular product from a given 
country became fully competitive, however, it would no longer qualify 
for special treatment.

The United States would grant such tariff preferences on the basis 
of international fair play. We would take into account the actions of 
other preference-granting countries and we would not grant prefer 
ences to countries which discriminate against our products in favor of 
goods from other industrialized nations unless those countries agreed 
to end sueh discrimination.
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Permanent Management Authorities. To permit more efficient and 
more flexible management of American trade policy, I request perma 
nent authority to make limited reductions in our tariffs as a form of 
compensation to other countries. Such compensation could be necessary 
in cases where we have raised certain barriers under the new import 
restraints discussed above and would provide an alternative in such 
cases to increased barriers against our exports.

I also request permanent authority to offer reductions in particular 
United States barriers as a means of obtaining significant advantages 
for American exports. These reductions would oe strictly limited; they 
would involve tariff cuts of no more than 20 percent covering no more 
than two percent of total United States imports in any one year.

REFORMING INTERNATIONAL, TRADING RULES
The coming multilateral trade negotiations will give us an excellent. 

opportunity to reform and update the rules of international trade. 
There are several areas where we will seek such changes.

One important need concerns the use of trade policy in promoting 
equilibrium in the international payments system. We will seek rule 
changes to permit nations, in those exceptional cases where such meas 
ures are necessary, to increase or decrease trade barriers across the 
board as one means of helping to correct their payments imbalances. 
We will also seek a new rule allowing nations to impose import restric 
tions against individual countries which fail to take effective action to 
correct an excessive surplus in their balance of payments. This rule 
would parallel the authority I have requested to use American import 
restrictions to meet our own balance of payments problem.

A second area of concern is the need lor a multilateral system for 
limiting imports to protect against disruptions caused by rapidly 
changing patterns of international trade. As I emphasized earlier, we 
need a more effective domestic procedure to meet such problems. But 
it is also important that new arrangements be developed at the inter 
national level to cope with disruptions caused by the accelerating pace 
of change in world trade.

We will therefore seek new international rules which would allow 
countries to gain time for adjustment by imposing import restrictions, 
without having to compensate their trading partners by simultaneously 
reducing barriers to other products. At the same time, the interests of 
exporting countries should be protected by providing that such safe 
guards will be phased out over a reasonable period of time.

PROMOTING EXPORT EXPANSION
As trade barriers are reduced around the world, American exports 

will increase substantially, enhancing the health of our entire economy.
Already our efforts to expand American exports have moved forward 

on many fronts. We have made our exports more competitive by re 
aligning exchange rates. Since 1971, our new law permitting the estab 
lishment of Domestic International Sales Corporations has been help 
ing American companies organize their export activities more effec-
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tively. The lending, guaranty and insurance authorities of the Export- 
Import Bank have been increased and operations have been extended 
to include a short-term discount loan facility. The Department of 
Commerce has reorganized its facilities for promoting exports and has 
expanded its services for exporters. The Department of State, in co 
operation with the Department of Commerce, is giving increased em 
phasis to commercial service programs in our missions abroad.

In addition, I am today submitting separate legislation which would 
amend the Export Trade Act in order to clarify the legal framework 
in which associations of exporters can function. One amendment would 
make it clear that the act applies not only to the export of goods but 
also to certain kinds of services—architecture, construction, engineer 
ing, training and management consulting, for example. Another 
amendment would clarify the exemption of export associations from 
our domestic antitrust laws, while setting up clear information, dis 
closure and regulatory requirements to ensure that the public interest 
is fully protected.

In an era when more countries are seeking foreign contracts for en 
tire industrial projects—including steps ranging from engineering 
studies through the supply of equipment and the construction of 
plants—it is essential that our laws concerning joint export activities 
allow us to meet our foreign competition on a fair and equal basis.

THE GROWTH OF INTERNATIONAL INVESTMENT
The rapid growth of international investment in recent years has 

raised new questions and new challenges for businesses and gov 
ernments. In our own country, for example, some people have feared 
that American investment abroad will result in a loss of American 
jobs. Our studies show, however, that such investment on balance 
has meant more and better jobs for American workers, has improved 
our balance of trade and our overall balance of payments, and has 
generally strengthened our economy. Moreover, I strongly believe 
that an open system for international investment, one which elimi 
nates artificial incentives or impediments here and abroad, offers great 
promise for improved prosperity throughout the world.

It may well be that new rules and new mechanisms will be needed 
for international investment activities. It will take time, however, to 
develop them. And it is important that they be developed as much 
as possible on an international scale. If we restrict the ability of 
American firms to take advantage of investment opportunities abroad, 
we can only expect that foreign firms wil seize these opportunities and 
prosper at our expense.

I therefore urge the Congress to refrain from enacting broad new 
changes in our laws governing direct foreign investment until we 
see what possibilities for multilateral agreements emerge.

It is in this context that we must also shape our system for taxing 
the foreign profits of American business. Our existing system permits 
American-controlled businesses in foreign countries to operate under 
the same tax burdens which apply to its foreign competitors in that
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country. I believe that system is fundamentally sound. We should 
not penalize American business by placing it at a disadvantage with 
respect to its foreign competitors.

American enterprises abroad now pay substantial foreign income 
taxes. In most cases, in fact, Americans do not invest abroad because 
of an attractive tax situation but because of attractive business op 
portunities. Our income taxes are not the cause of our trade problems 
and tax changes will not solve them.

The Congress exhaustively reviewed this entire matter in 1962 
and the conclusion it reached then is still fundamentally sound: there 
is no reason that our tax credit and deferral provisions relating to 
overseas investment should be subject to drastic surgery.

On the other hand, ten years of experience have demonstrated that 
in certain specialized cases American investment abroad can be sub 
ject to abuse. Some artificial incentives for such investment still 
exist, distorting the flow of capital and producing unnecessary hard 
ship. In those cases where unusual tax advantages are offered to in 
duce investment that might not otherwise occur, we should move to 
eliminate that inducement.

A number of foreign countries presently grant major tax induce 
ments such as extended "holidays" from local taxes in order to at 
tract investment from outside their borders. To curb such practices, 
I will ask the Congress to amend our tax laws so that earnings from 
new American investments which take advantage of such incentives 
will be taxed by the United States at the time they are earned— 

. even though the earnings are not returned to this country. The only 
exception to this provision would come in cases where a bilateral 
tax treaty provided for such an exception under mutually advanta 
geous conditions.

American companies sometimes make foreign investments spe 
cifically for the purpose of re-exporting products to the United States. 
This is the classic "runaway plant" situation. In cases where foreign 
subsidiaries of American companies have receipts from exports to 
the United States which exceed 25 percent of the subsidiaries' total 
receipts, I recommend that the earnings of those subsidiaries also be 
taxed at current American rates. This new rule would only apply, 
however, to new investments and to situations where lower taxes in 
the foreign country are a factor in the decision to invest. The rule 
would also provide for exceptions in those unusual cases where our 
national interest required a different result.

There are other situations in which American companies so design 
their foreign operations that the United States treasury bears the 
burden when they lose money and deduct it from their taxes. Yet 
when that same company makes money, a foreign treasury receives
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the benefit of taxes on its profits. I will ask the Congress to make 
appropriate changes in the rules which now allow this inequity to 
occur.

We have also found that taxing of mineral imports by United States 
companies from their foreign affiliates is subject to lengthy delays. I 
am therefore instructing the Department of the Treasury, in consulta 
tion with the Department of Justice and the companies concerned, to 
institute a procedure for determining inter-company prices and tax 
payments in advance. If a compliance program cannot be developed 
voluntarily, I shall ask for legislative authority to create one.

THE CHALLENGE OF CHANGE

Over the past year, the Administration has repeatedly emphasized 
the importance of bringing about a more equitable and open world 
trading system. We have encouraged other nations to join in negotia 
tions to achieve this goal. The declaration of European leaders at their 
summit meeting last October demonstrates their dedication to the 
success of this effort. Japan, Canada and other nations share this 
dedication.

The momentum is there. Now we—in this country—must seize the 
moment if that momentum is to be sustained.

When the history of our time is written, this era will surely be de 
scribed as one of profound change. That change has been particularly 
dramatic in the international economic arena.

The magnitude and pace of economic change confronts us today with 
policy questions of immense and immediate significance. Change can 
mean increased disruption and suffering, or it can mean increased well- 
being. It can bring new forms of deprivation and discrimination, or it 
can bring wider snaring of the benefits of progress. It can mean con 
flict between men and nations, or it can mean growing opportunities 
for fair and peaceful competition in which all parties can ultimately 
gain.

My proposed Trade Keform Act of 1973 is designed to ensure that 
the inevitable changes of our time are beneficial changes—for our 
people and for people everywhere.

I urge the Congress to enact these proposals, so that we can help 
move our country and our world away from trade confrontation and 
toward trade negotiation, away from a period in which trade has been 
a source of international and domestic friction and into a new era in 
which trade among nations helps us to build a peaceful, more prosper 
ous world.

EICHAKD NIXON.
The WHITE HOUSE, April 10, 1973.
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SUMMARY OF TRADE REFORM ACT OF 1973

Title I—AUTHORITY FOR NEW NEGOTIATIONS
Title I contains the basic authorities required for trade negotiations.
The President is provided authority for a period of five years to 

increase or decrease tariffs without limit in order to carry out trade 
agreements. Any proposed changes in duties are subject to prenegotia- 
tion procedures, including public hearings. Duty reductions will be 
phased over a minimum of five equal annual stages or by maximum 
annual reductions of three percent ad valorem, whichever is greater.

The President is provided advance authority to implement agree 
ments relating to methods of customs valuation, certain matters re 
lating to assessments and marking of origin requirements. A new 
procedure is also established under which the President can implement 
agreements on other types of trade barriers if he notifies the Congress 
90 days before concluding such an agreement and if neither House of 
Congress disapproves of the agreement within ninety days of its 
submission.

Title II—RELIEF FROM DISRUPTION CAUSED BY FAIR
COMPETITION

Title II contains major changes in existing provisions relating to 
import relief for industries seriously injured by increased imports, 
and provides new adjustment assistance provisions for workers dis 
placed by import competition.

Chapter I liberalizes existing criteria for determining that injury 
to domestic industries is due to imports. Upon petition, request, or on. 
its own motion, the Tariff Commission will conduct an investigation 
to determine whether increased imports are the "primary" cause of 
serious injury, or threat thereof, to the domestic industry producing 
like or directly competitive articles. A finding of market disruption 
constitutes prima facie evidence that imports are the primary cause 
of injury.

The President can provide import relief in the form of increases in 
duties, quantitative limitations, orderly marketing agreements, and 
suspension of items 806.30 and 807.00 of the Tariff Schedules. Con 
sistent with adjustment purposes, import relief is limited to five years 
and must be phased out during this period. The relief may be extended 
for one two-year period.

Chapter II on adjustment assistance provides for supplemental 
payments to workers in cases where the Secretary of Labor determines 
that increased imports have been a "substantial" cause of unemploy 
ment or underemployment. Thfe' supplement*! -payment benefits are 
based on those which will apply under State law"?of all workers fol-

(15)
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lowing enactment of compansion legislation establishing minimum 
State standards for unemployment insurance benefits. The chapter 
also provides continuing programs of worker benefits in the form of 
training and relocation and job search allowances.

Title III—RELIEF FROM UNFAIR TRADE PRACTICES
Title III revises the four principal statutes which provide authority 

to respond to foreign unfair trade practices.
Chapter I revises and expands the President's authority under 

section 252 of the Trade Expansion Act to take action against foreign 
countries which maintain unjustifiable or unreasonable import re 
strictions and other policies which burden, restrict, or discriminate 
against United States trade.

Chapter II amends the Antidumping Act of 1921. The amendments 
include placing time limits on investigations and withholding of ap 
praisement and providing for hearings.

Chapter III contains major amendments to the countervailing duty 
law. Countervailing duties will apply for the first time to duty-free 
goods, subject to a determination of material injury by the Tariff 
Commission. The application of countervailing duties is not required, 
however, if such action would be significantly detrimental to United 
States economic interests or an existing quantitative limitation is an 
adequate substitute. The Secretary of the Treasury must determine 
within one year whether a bounty or grant is being paid or bestowed.

Chapter IV amends section 337 of the Tariff Act relating to foreign 
unfair practices in import trade by expanding the procedures in the 
statute relating to patent infringement. Companion legislation will 
provide, the Federal Trade Commission authority to investigate and 
regulate other unfair methods of import competition.

Title IV—INTERNATIONAL TRADE POLICY
MANAGEMENT

Title IV contains various permanent authorities to provide the 
President with more flexible means to manage trade policy.

It provides explicit and flexible authority for the President to deal 
with serious balance-of-payments situations, including authority to 
impose a temporary import surcharge or other import limitations to 
deal with a serious balance-of-payments deficit, or to cooperate in cor 
recting an international balance-of-payment disequilibrium. The 
President is also authorized td reduce or suspend tariffs or other import 
restrictions temporarily in the case of a persistent balance-of-payments 
surplus.

Other permanent authorities enable the President to exercise fully 
United States rights and obligations under trade agreements, to- im 
plement supplemental tariff agreements of a limited scope, to com 
pensate countries for increases in United States import restrictions, 
and to reduce import restrictions temporarily to restrain inflation.
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Title V—TRADE RELATIONS WITH COUNTRIES NOT EN 
JOYING MOST-FAVORED-NATION TREATMENT

Title V provides authority to the President to extent most-favored- 
nation treatment to imports from countries which currently receive 
Column 2 rates of duty, subject to a 90-day Congressional veto pro 
cedure. This treatment may be extended through bilateral commercial 
agreements or through multilateral trade agreements to which the 
United States is also a party.

The agreements must be limited to an initial period of not more than 
three years but may be renewed for additional three-year periods. The 
President may suspend or withdraw the application of most-favored- 
nation treatment at any time, and the agreements must provide for 
suspension or termination at any time f ornational security reasons.

The Tariff Commission, upon petition or other initiation will conduct 
an investigation to determine whether imports from the country re 
ceiving most-favored-nation treatment under this title are causing or 
likely to cause material injury to a domestic industry and whether 
market disruption exists with respect to these imports. The President 
may apply relief measures to imports from that country without 
taking action on imports from other countries.

Title VI—GENERALIZED SYSTEM OF PREFERENCES
Title VI provides authority to the President for ten years to parti 

cipate with other developed countries in granting generalized tariff 
preferences on imports of semi-manufactures, manufactures, and se 
lected other products from developing countries.

The President may provide duty-free treatment on any eligible arti 
cle from beneficiary developing countries, subject to pre-negotiation 
procedures. Preferential treatment is generally not to apply to im 
ports of an article from a particular developing country which sup 
plies more than 50 percent of the total value of United States imports 
or $25 million of the article to the United States during a representative 
annual period.

Preferential treatment will not apply to articles on which import 
relief measures or national security actions are in effect. Developing 
countries which do not undertake to eliminate preferences to other 
developed countries before January 1, 1976 or are not receiving most- 
favored-nation treatment are not eligible as beneficiaries.

Title VII—GENERAL PROVISIONS
Title VII contains general technical provisions applicable to the 

entire Act, including maintenance of the Tariff Schedules of the 
United States, and the repeal of various sections of the Trade Ex 
pansion Act. It also repeals the Johnson Debt Default Act, and an 
embargo on certain furs.
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SECTION-BY-SECTION ANALYSIS OP THE TRADE REFOBM ACT OF 1973

SECTION 1. SHOBT TITLE

Section 1 provides that this Act is to be cited as the "Trade Reform Act of 
1973."

SECTION 2. STATEMENT OF PURPOSES

The purposes of this Act are to provide authority in the trade field supporting 
United States participation in an interrelated effort to develop an open, non- 
discriminatory, and fair world economic system; to facilitate international co 
operation in economic affairs; to stimulate United States economic growth and 
enlarge foreign markets for United States exports; to establish a program of 
temporary import relief and to provide trade adjustment assistance to workers; 
to improve the means for dealing with unfair import competition; to provide 
additional authority for the President to obtain fair and equitable access to 
foreign markets for United States exports; to provide the President more flexi 
ble authority to deal with trade matters; to enable the United States to take 
advantage of new trade opportunities with countries with which it has not 
recently had trade agreement relations; and to enable United States participa 
tion in the effort by developed countries to provide generalized preferential 
treatment to products of developing countries.

TITLE I—AUTHORITY FOR NEW NEGOTIATIONS
CHAPTEB 1—GENERAL AUTHORITIES 

SECTION 101. BASIC AUTHORITY FOB TRADE AGREEMENTS
This section contains the basic grant of authorities to the President applicable 

to trade agreements, to be exercised in accordance with certain conditions set 
out in the remainder of the title. The section calls for a determination that the 
use of these authorities will promote the purposes of the Act, although it is 
assumed that this requirement is implicit and does not contemplate a formal, 
published finding by the President.
1. Authority To Enter Into Trade Agreements

Paragraph (1) authorizes the President to enter into trade agreements with 
foreign countries during the five years following the date of enactment of this 
Act. This provision restores trade agreements authority similar to that provided 
by section 201 (a) (1) of the Trade Expansion Act of 1962 which lapsed on June 
30, 1967.
2. Modification of Duties

Paragraph (2) provides that in connection with trade agreements with foreign 
countries the President may, at any time, continue or modify any existing duty, 
continue existing duty-free or excise treatment, or impose additional duties as 
he determines to be required or appropriate to carry out trade agreements. Unlike 
previous legislation, this section does not contain a limit on the amount of 
increase or decrease in tariffs which the President may negotiate and implement 
under a trade agreement.

This authority may be used to raise any duty to any level or to eliminate duties 
on any or all products, provided such action is pursuant to an international trade 
agreement. It also permits a combination of actions under an agreement, which 
could include the elimination of some duties, reduction of others by the same or 
varying amounts, no reductions on some products, and increases in tariffs to 
achieve rate harmonization in certain product sectors. In conjunction with the 
authority provided under section 103, it would be possible to convert nontariff 
barriers to fixed duties at equivalent or higher levels and then schedule their 
reduction over a period of time. The authority to modify duties includes the 
conversion of specific to ad valorem rates, and vice versa.

SECTION 102. STAGING BEQUIBEMENTS AND BOUNDING AUTHORITY

Section 102 incorporates the staging principles of section 253 of the Trade 
Expansion Act of 1962, with the principal exception that reductions of up to three 
percent ad valorem may be put into effect each year. The purpose of staging is to
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provide time for the adjustment of United States industries and workers to the 
effects of the reduction or elimination of duties under a trade agreement.
1. Staging Authority

Subsection (a) requires that any reductions or eliminations of duties pursuant 
to trade agreements may not take place in less than five equal annual stages, or 
by annual reductions of a maximum of three percent ad valorem, whichever is 
the greater. For example, a duty scheduled to be lowered from 20 percent to 10 
percent could be reduced three percent ad valorem (which is greater than one- 
fifth of the total reduction) in each of the first three years and eliminated in 
the fourth. Alternatively the 20 percent duty might be reduced to 10 percent 
over a longer period.

This section sets forth a minimum preferred period of staging as under section 
253 of the Trade Expansion Act. However, under subsection (e) it is specifically 
recognized that staging could be extended for as long a period as the President 
deems appropriate for certain products. For example, while the reduction of a 
duty from 30 percent to 10 percent could be staged in two percentage point annual 
reductions over a period of ten years, it could not be made effective more rapidly 
than in four percentage point reductions over five years. Under subsection (c) 
a total reduction which does not exceed ten percent of the duty prior to its reduc 
tion may be exempted from the staging requirements.
2. Interruption of Staging

Subsection (b) provides, as in the Trade Expansion Act, for the exceptional 
situation in which it might become necessary to interrupt implementation of a 
trade agreement concession and not complete the staging within five years. This 
would occur if staging began but was then suspended as an import relief meas 
ure under section 203. When implementation of staging is resumed, the duty rate 
last in effect must go back into effect for the period of time that stage was sus 
pended before the next stage can be implemented. For example, if the staging 
is interrupted three months after the second stage begins, nine months of the 
second stage would go into effect when the staging resumes before implementa 
tion of the third stage could become effective.
3. Rounding Authority

The founding authority under subsection (c) is identical to section 254 of the 
Trade Expansion Act of 1962. This authority permits the President, by rounding 
fractions or decimals, to proclaim marginally lower rates in the course of staging 
than the interim reductions prescribed under subsection (a) if rounding will 
simplify the computation of the amount of duty to be collected.

SECTION 103. NONTARIFF BARRIERS TO TRADE

This section contains a statement of Congress urging the President to negoti 
ate with foreign countries for the reduction, elimination, or harmonization of 
nontariff barriers and other distortions of international trade; For the purposes 
of this section, the terms nontariff or trade barriers include all barriers to trade, 
including those which stem from methods of application of a duty other than 
the rate of duty itself. Negotiations could take the form of agreements on particu 
lar nontarift' barriers and of general principles applicable to all nontariff barriers, 
which could also act as guidelines for specific agreements.

Since 1934 the Congress has periodically delegated to the President prior 
authority to enter into trade agreements with foreign countries and to proclaim 
reductions in tariffs and other import restrictions negotiated in such agreements. 
With respect to nontariff barriers, which are heterogeneous and usually imbedded 
in a variety of domestic laws, there is no commonly applicable standard that 
would lend itself to a general delegation of authority. Furthermore, it is not 
possible to foresee the types of agreements which may be negotiated or the form 
of legal techniques which may be necessary to implement them.

Three types of procedures are contemplated under this Act which could be 
used by the President to negotiate and implement various types of agreements 
on nontariff barriers:

(1) Continuation of existing procedures, which include the constitutional 
authority of the President to negotiate or complete agreements when addi 
tional implementing legislation is not necessary ; completion of an interna 
tional agreement and submission to the Senate as a Treaty; or completion
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of an international agreement on an ad referendum basis and submission 
to the Congress for approval through implementing legislation.

(2) Advance authority from the Congress to implement agreements on 
certain matters under section 103 (c).

(3) A Congressional veto procedure applicable to agreements for which 
the exercise of additional Congressional authority is necessary or appro 
priate. This procedure described under section 103 (d) and (e) is optional 
since the President could, for example, use his existing authorities to submit 
such agreements to the Congress on an ad referendum basis or for approval 
as a Treaty, as appropriate.

1. Congressional Mandate to Negotiate
Subsections (a) and (b) contain a statement by the Congress urging the 

President to negotiate agreements with foreign countries to achieve the mutual 
reduction, elimination, or harmonization of nontariff barriers and other distor 
tions of international trade. This mandate is not to be construed as prior approval 
by the Congress of any legislation which may be necessary to implement any 
such agreement.

Unless specifically provided for in an agreement, the President shall determine 
the extent to which benefits of agreements will apply to nonsignatory countries.
2. Advance Authority for Certain Agreements

Subsection (c) grants the President advance authority to implement agree 
ments which substantially benefit the United States with respect to methods of 
customs valuation, establishing the quantities on which assessments are made, 
and requirements for marking of country of origin. Agreements relating to 
American Selling Price, the "Final List", simplification of methods of valuation 
and the wine-gallon/proof gallon basis for assessment, for example, could be 
implemented under this authority.
S. Congressional Veto Procedure Option

Subsection (d) authorizes the President to implement agreements related to 
matters which he determines it is necessary or appropriate to seek additional 
action by Congress. International agreements covering these matters can be imple 
mented subject to complying with the procedures under subsection (e) : (1) only 
if the President has given at least 90 days' notice to both Houses of Congress and 
appropriate Congressional committees prior to entering into an agreement of his 
intention to utilize this procedure; (2) only after the expiration of 90 days from 
the date the President delivers a copy of the agreement and his proposed orders 
for implementing the agreement with respect to existing domestic law to both 
Houses of Congress, with a statement as to why the agreement serves the United 
States trade interests and why the proposed orders are necessary; and (3) only 
if during the 90 day period the majority of the authorized membership of neither 
House of Congress adopts a resolution stating its disapproval of the agreement.

The purpose of the 90 days' advance notice requirement is to give the appropri 
ate Congressional committees the opportunity to hold hearings, receive comments 
from the public, and make recommendations for provisions or modifications in 
such agreements.

This authority could apply, for example, to new agreements relating to quantita 
tive limitations on imports of agricultural products. However, it is an optional 
procedure since the President can, if he believes it appropriate, use his existing 
authorities or other constitutional procedures with respect to import limitations 
or other nontariff barriers imposed pursuant to domestic laws.

CHAPTER 2—HEARINGS AND ADVICE CONCERNING NEGOTIATIONS PURSUANT TO
TITLE I

Subctwpter A—Title I ^renegotiation requirements
This subchapter is identical in substance to sections 221 through 224 of the 

Trade Expansion Act, with the exception of a new provision under section 112 (b). 
Section 225 of the Trade Expansion Act (reservation of articles from negotiation) 
has been included in section 406 of this Act, which relates to the reservation of 
articles for national security or other reasons. The prenegotiation procedures of 
this chapter, unless an explicit exception to the contrary is contained elsewhere 
in the Act, apply only to actions taken under Title I and, in some cases, only to 
actions under section 101.

96-006 O - 73 - pt. 1 -- 10
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SECTION 111. TARIFF COMMISSION ADVICE

Section 111 is identical to section 221 of the Trade Expansion Act except that 
the language of section 221 relating to the 50 percent limitation on the reduction 
of duties under section 201 (b) of the Trade Expansion Act is omitted.

Subsection (a) provides for the publication and transmission to the Tariff 
Commission by the President of lists of articles which may be considered for 
concessions in connection with any proposed trade agreement under section 101 
of this title.

Subsection (b) requires the Tariff Commission to advise the President on each 
article within six months of its judgment as to the probable economic effect of 
modifying or continuing duties on domestic industries producing like or directly 
competitive articles. Section lll(c) outlines the economic factors which the 
Tariff Commission shall investigate and analyze, and subsection (d) requires 
the Tariff Commission to hold public hearings during the course of preparing 
this advice.

The purpose of this advice is to assist the President in making an informed 
judgment as to the impact of such duty modifications on domestic economic 
interests. It is intended, as under present procedures, that the Tariff Commission 
reports to the President under section 11 (b) would not be made public.

SECTION 112. ADVICE FROM DEPARTMENTS

Section 112(a) is identical in substance to section 222 of the Trade Expansion 
Act. Subsection (b) is a new provision required in view of the enactment of the 
Federal Advisory Committee Act.

Subsection (a) requires the President, before entering into a trade agreement 
under sections 101 and 103 of this title, to seek information and advice with 
respect to each agreement from the Departments of Agriculture, Commerce, 
Defense, Interior, Labor, State, Treasury, and from the Special Representative 
for Trade Negotiations. He shall also seek information and advice as appropriate 
from other sources such as the Department of Transportation.

Subsection (b) provides that meetings of selected industry, labor, and agri 
culture groups advising the President or any agency on United States negotiating 
objectives and bargaining positions in specific product sectors prior to entry 
into trade agreements under this title shall be exmpt from the requirements 
relating to open meetings and public participation under the Federal Advisory 
Committee Act. Open meetings and public participation would compromise the 
United States negotiating posture with foreign countries and inhibit the flow 
of information from the advisory groups to the President.

SECTION 113. PUBLIC HEARINGS

Section 113 is identical to the provisions under section 223 of the Trade Expan 
sion Act except that it is divided into two subsections. It applies to proposed 
agreements on nontariff 'barriers under section 108, in addition to those on tariffs 
as under the Trade Expansion Act.

This section requires the President to hold public hearings in connection with 
any proposed trade agreement under this title to enable interested persons to 
present their views with respect to the list of articles provided under section 
111, any concessions which should be sought from foreign countries, and any 
other relevant matters. The President is required to designate an agency or 
interagency committee to hold these hearings and to provide a summary to the 
President.

SECTION 114. PREREQUISITE FOB OFFERS

Section 114 is identical in substance to section 224 of the Trade Expansion 
Act.

The President must receive the summary of public hearings under section 113 
before making an offer to modify or continue any duty or to continue duty-free 
or excise treatment on any article in any negotiations under section 101. The 
President also cannot make an offer on an article in negotiations under section 
101 until he receives the advice of the Tariff Commission under section lll(b) 
or the relevant six-month period has expired.

This section is intended to permit the President to begin the early stages of a 
negotiation before receiving the advice and summary, but to prevent him, until
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either six months have passed or the Tariff Commission provides its advice, from 
making an offer to modify a duty which, if accepted, would be binding subject 
to the conclusion of a trade agreement.

Sulchapter B—Congressional Liaison
SECTION 121. TRANSMISSION OP AGBEEMENTS TO CONGRESS

This section is identical in substance to section 226 of the Trade Expansion 
Act. It requires the President to transmit to each House of the Congress a copy 
of all trade agreements entered into force under sections 101 or 103, with a state 
ment of his reasons for entering into the agreement in the light of the Tariff 
Commission's advice under section lll(b) and other relevant considerations.

This Act does not contain a specific provision for better coordination between 
the Executive Branch and the Congress on matters relating to the trade agree 
ments program. A number of proposals for improving coordination and con 
sultation have been suggested, and it is hoped that the Congress will make pro 
vision for this purpose.

TITLE II—RELIEF FROM DISRUPTION CAUSED BY FAIR 
COMPETITION

CHAPTER I—IMPORT RELIEF
This chapter constitutes a major revision of the "escape clause" provisions 

of the Trade Expansion Act. There are four fundamental changes:
(1) Liberalization of existing criteria for determining injury to domestic 

industry due to imports, including the deletion of the causal link to trade 
agreement concessions, the substitution of "primary" for "major" cause with 
respect to the relationship between increased imports and injury, and in 
clusion of a market disruption determination.

(2) Inclusion of additional factors to be taken into account by the Tariff 
Commission in determining injury due to imports and by the President in 
his determining whether and in what form to provide import relief. These 
factors include efforts by the industry to adjust to import competition and 
the impact of relief on consumers, exporters, and other domestic industries.

(3) Expanded forms and amounts of import relief which the President 
may provide, including orderly marketing agreements, other import restric 
tions, removal of statutory limitations on tariff increases and authority to 
withdraw application of 806.30 and 807.00 provisions.

(4) Stricter time limits on the duration of import relief and the manda 
tory phasing out of such relief.

These changes are consistent with the fundamental purpose of import relief 
under this title, namely to permit a seriously injured domestic industry to be 
come competitive again under relief measures and, at the same time, to create 
incentives for the industry to adjust to competitive conditions in the absence 
of long-term import restrictions.

SECTION 201. INVESTIGATION BY TARIFF COMMISSION

Section 201 outlines procedures to be followed by the Tariff Commission in 
conducting an investigation to determine the existence of injury to a domestic 
industry due to imports. It also contains major changes in existing criteria 
and factors to be taken into account in making such a determination.
1. Filing of Petitions

Subsection (a) provides that a petition for eligibility for import relief may 
be filed with the Tariff Commission by an entity, such as a trade association, firm, 
or union, which is broadly representative of an industry. The petition must in 
clude a statement describing the specific purpose for which import relief is 
sought, such as to facilitate the transfer of resources to alternative employment 
and other means to adjust to new competitive conditions.

The Tariff Commission must transmit a copy of any petitions the Special 
Representative for Trade Negotiations and to the Government agencies which 
are directly concerned in particular cases, such as the Departments of Agricul 
ture, Commerce, Interior, Labor, State, and Treasury.
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2. Injury Determination
Subsection (b) requires the Tariff Commission to conduct an investigation 

to determine whether there is injury to a domestic industry due to imports at 
the request of the petitioner under subsection (a), the President, the Special 
^Representative for Trade Negotiations, or the relevant committees of the Con 
gress. The investigation is to determine whether an article is being imported 
in such increased quantities as to be the primary cause of serious injury, or 
the threat thereof, to the domestic industry producing articles like or directly 
competitive with the imported article. The term "industry" includes entities 
engaged in agricultural activities and is unchanged from the concept of industry 
used in the Trade Expansion Act of 1962.

One major change in existing law (section 301(b) of the Trade Expansion 
Act) is the deletion of the requirement that the increased imports result "in 
major part" from concessions granted under trade agreements. The second major 
change is the substitution of "primary cause" for "major cause." "Major" has 
been understood, to mean greater than all other factors combined; the "primary 
cause" as defined in section 201 (f) (1) means the largest single cause.

Subsection (b) provides that, in making its determination with respect to 
injury, the Tariff Commission shall take into account all economic factors it 
considers relevant, including significant unemployment or underemployment in 
the industry, inability of a significant number of firms to operate at a reason 
able level of profit, and significant idling of productive facilities in the industry. 
In determining whether imports are the primary cause of injury, the Commission 
shall consider relevant factors such as the extent to which current business 
conditions, changes in taste or technology, or competitive conditions within the 
industry may have contributed to the competitive difficulties experienced by 
firms in the industry. To assist the President in making his determination under 
sections 202 and 203, the Tariff Commission will also investigate and report 
on efforts by firms in the industry to compete more effectively with imports.
3. Market Disruption

Subsection (b) provides that the Tariff Commission shall determine in its 
investigation whether there exists a condition of market disruption as defined 
in subsection (f) when requested to do so in the petition, or in a request or 
resolution referred to under subsection (b) (1), or upon its own motion. If the 
Commission finds both market disruption and serious injury, or the threat 
thereof, the finding of market disruption shall constitute prima facie evidence 
that the causation test has been met, i.e., that increased imports are the primary 
cause of such injury or threat thereof. However, the Tariff Commission is obli 
gated to conduct, a market disruption investigation whether or not rebuttal 
evidence has been introduced by outside parties. The Commission could, not 
withstanding a finding of market disruption, find that factors other than import 
competition were the cause of serious injury or the threat thereof.

Market disruption shall be found to exist whenever a showing has been made 
that imports of a like or directly competitive article are substantial, that they 
are increasing rapidly both absolutely and as a proportion of total domestic 
consumption, and that they are offered at prices substantially below those of 
comparable domestic articles. "Comparable" is intended to be a more narrow 
category of products than "like or directly competitive" articles.
If. Public Hearings

Subsection (c) provides for the Tariff Commission to hold public hearings 
in connection with any proceedings under subsection (b).
5. Reports to the President

Subsection (d) repeats the requirements of the Trade Expansion Act that 
the Tariff Commission report to the President the findings and their basis under 
each investigation under this section, and include in each report any dissenting 
or separate views. The Tariff Commission will furnish the President a transcript 
of the hearings and any briefs submitted in the course of its investigation. The 
Commission will also make its report public, including a summary in the Federal 
Register, with the exception of confidential information.

The reports of the Tariff Commission are normally to be filed not later than 
three months after the date on which the petition was filed. This period may 
be extended by two months if necessary to produce a fair and thorough inves 
tigation. Under existing law the Tariff Commission has six months in which to
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submit its report. Contrary to existing law the Tariff Commission will not make 
a recommendation to the President in cases in which it has found injury, as 
to the duty or other import restriction which is necessary to prevent or remedy 
such injury. Instead the Tariff Commission will report its findings with respect 
to the criteria mentioned above.
6. Subsequent Investigations

Subsection (e) continues the restriction contained in section 301 (b) (4) of 
the Trade Expansion Act that the Tariff Commission will not investigate the 
same subject matter under a previous investigation unless one year has elapsed 
since the Tariff Commission made its report to the President of the results of 
such previous investigation.

SECTION 202. PRESIDENTIAL ACTION AFTER INVESTIGATIONS

This section provides for a determination by the President within a specific 
time period whether to provide import relief following an affirmative finding 
by the Tariff Commission of injury to an industry due to imports. It also enumer 
ates factors which the President must take into account in this determination.
1. President's Authority

Subsection (a) provides that after receiving a report from the Tariff Com 
mission containing an affirmative finding of injury to an industry due to im 
ports, as determined under section 201 (b), the President may decide to (1) 
provide import relief for the industry under section 203; (2) direct the Secre 
tary of Labor to expedite consideration of petitions by workers for adjustment 
assistance; or (3) take any combination of these actions.
2. Time Limit and Report to Congress

Subsection (b) requires the President to make his determination whether to 
provide import relief under section 203 within 60 days after receiving an 
affirmative finding of injury from the Tariff Commission. In the case of a tie 
vote, the President has 120 days to make his determination. If the President 
decides to provide import relief, he is required to do so within the additional 
periods provided in section 203. If he determines not to provide import relief, 
he is required to submit immediately a report to both Houses of Congress stating 
the considerations on which his decision was based.
3. Factors to be Considered

Subsection (c) describes various considerations which the President must 
take into account in determining whether to provide import relief under section 
203. These factors include, for example, the effectiveness of import relief as 
a mean to promote adjustment, tiie impact of relief measures on domestic con 
sumers, other industries and workers, and upon United States foreign economic 
interests.
4- Additional Information from Tariff Commission

Subsection (d) provides that the President may request additional information 
from the Tariff Commission within 45 days after the date on which he receives 
an affirmative finding of injury. The Commission must furnish this additional 
information in a supplemental report within 60 days of the request. A similar 
provision is presently contained in section 351 of the Trade Expansion Act, but 
with longer time periods for making the request and furnishing the information. 
For purposes of section 202(b), the date on which the President receives the 
supplemental report is treated as the date on which the President receives the 
affirmative finding.

SECTION 203. IMPORT RELIEF

This section constitutes a major revision of sections 351 and 352 of the Trade 
Expansion Act. The section as a whole stresses the objective of adjustment in 
both form and duration of import relief which the President may provide.
1. President's Authority

Subsections (a) and (b) require the President to grant import relief with re- 
Spect to the article causing or threatening serious injury within 60 days of his 
decision under section 202(a) to provide import relief. The relief will be granted 
Provided to the extent and for such time (not to exceed five years) the President 
determines necessary to prevent or remedy serious injury to the industry, and to 
facilitate its orderly adjustment to new competitive conditions.
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The relief may take the form of (1) an increase in, or imposition of, any duty 

or other import restriction on the article; (2) suspension of the application of 
806.30 or 807.00 of the Tariff Schedules to the article in whole or in part; (3) 
negotiation of orderly marketing agreements with one or more foreign countries; 
or (4) any combination of these actions.

The time period during which the President must provide import relief is ex 
tended from 60 to 180 days if, at the time of his determination under section 202 
to provide import relief, he announces an intention to negotiate one or more or 
derly marketing agreements. International agreements may be substituted for 
import relief at any time.

This section expands upon the import relief measures available under existing 
law. First, it provides new authority to suspend, in whole or in part, the applica 
tion of items 806.30 or 807.00 of the Tariff Schedules to the article causing or 
threatening serious injury. Secondly, it removes the requirement under section 
352 of the Trade Expansion Act that orderly marketing agreements can only be 
negotiated in lieu of and prior to the imposition of duties or other import re 
strictions. Thirdly, it removes the restriction presently contained in section 351 
(b) of the Trade Expansion Act that duty increases may not exceed stipulated 
limits. 
2. Implementation of Orderly Marketing Agreements

Subsection (c), which is virtually identical to section 352(b) of the Trade 
Expansion Act, provides that the President may issue regulations governing 
the entry of an article covered by an orderly marketing agreement. In order to 
carry out one or more agreement with two or more foreign countries accounting 
for a significant portion of total United States imports of the article covered, the 
President may also issue regulations governing the entry of like articles from 
countries which are not parties to such agreements. Thus, the President may 
impose controls on imports of articles covered by agreements from non-participat 
ing as well as participating countries.

Under subsection (d) (1), the President may negotiate orderly marketing agree 
ments with foreign countries at any time after import relief in the form of duty 
increases, quotas, or suspension of 806.30 or 807.00 provisions is in effect. These 
measurers may be suspended or terminated, in whole or in part upon implemen 
tation of the international agreements.
S. Termination and. Phasing Out

The section provides limitations on the duration of import relief measures and 
requires the phasing out of such measures during the time of their application.

Subsection (d) (2) provides that any import relief provided under subsection 
(a), including any orderly marketing agreements, shall terminate not later 
than five years after the date of the initial grant of relief unless renewed 
under subsection (d) (4) by the President, in whole or in part, for one addi 
tional two-year period. The relief may be extended at any level which was 
in effect during the initial five-year period. The President must deter 
mine that a renewal is in the national interest, taking into account advice from 
the Tariff Commission and the factors described in section 202(b). Section 351 (c) 
of the Trade Expansion Act provided for an initial term of relief of four years 
with possible four-year extensions.

Subsection (e) (2) enables an industry to file a petition with the Tariff Com 
mission for an extension of import relief during the six-month period prior to 
the three months before the date any import relief is to terminate fully under 
subsection (d), i.e., five years or, if terminated earlier, the actual period of the 
initial term of import relief. A modification or a reduction of import relief by the 
President during this five-year period is not a termination for purposes of sub- 
id) ; that is, an industry may not petition the Tariff Commission with respect to 
the phasing out of import relief. The Tariff Commission shall conduct an investi 
gation, including a hearing, and report to the President its findings as to the 
probable economic effect on the industry of terminating relief, and the progress 
and specific efforts made by firms in the industry to adjust to import competition 
during the period of initial import relief.

Subsection (d)(3) provides that any import relief measure must also be 
phased out and, in the case of a five-year term of import relief, the first modifi 
cation or reduction of the relief must commence within three years. The Presi 
dent may phase out the relief in equal or unequal stages, as he deems appropri 
ate. In the case of orderly marketing agreements, phasing out may be accomplished 
by increases in the annual amount of imports which may be entered.
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Subsection (e) (1) requires the Tariff Commission to keep under review devel 
opments with respect to the industry concerned as long as any import relief 
remains in effect, and report such developments to the President upon his request.

Subsection (f) provides that no investigation for the purposes of section 201 
shall be made with respect to an industry which has received import relief under 
this section unless two years have elapsed since the expiration of import relief 
in five or seven years as provided under subsection (d).
4. Compensation Authority

It should be noted that section 404 of this Act provides that whenever any 
action has been taken under section 203 to increase or impose any duty or other 
import restriction, the President shall afford interested foreign countries an 
opportunity to consult with the United States with respect to concessions, if 
any, to be granted as "compensation" for the import restriction imposed. The 
President may enter into agreements with such countries to modify duties or 
other import restrictions as compensation required or appropriate to maintain 
a general level of reciprocal concessions.

CHAPTER 2—ADJUSTMENT ASSISTANCE FOR WORKERS
The primary purpose of this chapter is to provide adjustment assistance for 

workers displaced by import competition pending the enactment of minimum 
federal standards of unemployment insurance. Provisions relating to job search 
and relocation allowances, as well as training, are also included. The worker 
adjustment assistance program of the Trade Expansion Act is replaced by the 
provisions of this chapter.

This chapter provides Federal supplements to State unemployment insurance 
payments and makes provisions for employment services, training, and for job 
search and relocation grants. Companion legislation imposes minimum standards 
on State unemployment compensation payments, effective July 1, 1975. These new 
standards will be available for trade-impacted workers immediately. When all 
States meet the new levels, no further supplements will be made under this Act. 
The other assistance provided for under this chapter continues after the payments 
of supplements cease.

This chapter eases the eligibility requirements in three major respects, as 
compared with the Trade Expansion Act: (1) increased imports need not be 
linked to trade agreement concessions, as is now required; (2) increased imports 
need only have "contributed substantially" to, rather than having been the 
"major" cause of, loss of work; and (3) both group petitions and applications 
for individual assistance go directly to the Secretary of Labor for prompt dis 
position, eliminating the present determinations by the Tariff Commission and 
the President.

Subchapter A—Petitions and Determinations
SECTION 221. PETITIONS

Section 221 (a) provides for filing of petitions with the Secretary of Labor by 
groups of workers or their duly authorized representatives for a certification of 
eligibility to apply for adjustment assistance. The Secretary must promptly 
publish notice in the Federal Register that he has received the petition and 
initiated an investigation.

This subsection incorporates the same filing provision with rsepect to workers' 
petitions as contained in section 301 (a) (2) of the Trade Expansion Act except 
that petitions are to be filed with the Secretary instead of the Tariff Commission. 
The provision of section 302(a) (3) and (b) (2) of the Trade Expansion Act 
would be eliminated.

Subsection (b) provides that the Secretary shall provide for a public hearing 
if the petitioner, or any other person found by the Secretary to have a sub 
stantial interest in the proceedings, submits a request not later than ten days 
after the publication of notice under subsection (a).

The Secretary may request the Tariff Commission to hold any hearing in 
connection with the investigation initiated under subsection (a) and to submit 
the transcript and relevant information and documents to him within a specified 
time. Subsection (b) is similar to section 301 (d) (2) of the Trade Expansion Act 
except for the substitution of the Secretary for the Tariff Commisison to provide 
a public hearing, and the time limit for a request for the hearing.
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SECTION 222. GROUP ELIGIBILITY REQUIREMENTS

Section 222 replaces section 301 (c) (2) and (3) of the Trade Expansion Act 
of 1962. It provides new criteria for certification of eligibility of groups of 
workers to apply for adjustment assistance and substitutes the Secretary of 
Labor for the Tariff Commission for the purpose of determining whether the 
criteria are met.

This section also eliminates the requirement in the Trade Expansion Act of 
a causal link of increased imports to trade agreement concessions, and requires 
that increased imports only "contribute substantially" to the separations rather 
than being the major cause. It adds the requirement that sales or production, or 
both, of the affected firm or subdivision must have declined on an absolute basis.

SECTION 223. DETERMINATION BY SECRETARY OP LABOR

Subsection (a) provides that as soon as possible but not later than 60 days 
after a petition is filed under section 221, the Secretary shall determine whether 
the petitioning group of workers meets the eligibility requirements of section 
222, and shall issue a certification of eligibility to apply for adjustment assistance 
under subchapter B covering workers in any group which meets such require 
ments. The certification is of a continuing nature and covers not only workers 
totally or partially separated from the impact date through the period ending 
with the date of the certification but separation of other workers thereafter.

Each certification shall specify the date on which the total or partial separation 
began or threatened to begin. The date to be determined is the earliest date on 
which any part of the total or partial separations involving a significant number 
or proportion of workers began or threatens to begin. The date when total or 
partial separations threatens to begin is the date on which they are expected to 
begin.

Subsection (b) provides that a certification of eligibility to apply for assistance 
shall not apply to any worker who was last totally or partially separated from 
the firm or subdivision prior to his application under section 231 (1) more than 
one year before the date of the petition upon which the certification covering 
him was granted or (2) more than six months before the effective date of this 
Act. Section 244(b) adjusts the applicable petition date for subsection (b) (1) 
and makes subsection (b) (2) inapplicable in the case of groups and workers 
meeting certain requirements set forth therein.

Subsection (c) authorizes the Secretary to request the Tariff Commission to 
conduct an investigation of the facts relevant to a determination under section 
223 and to report the results within a specified time. The Secretary may state 
the particular kinds of data which he deems appropriate to be included. This is 
not intended, however, to preclude the Tariff Commission from gathering and 
including in its report such additional data as it considers relevant.

Subsection (d) requires the Secretary to publish promptly in the Federal 
Register a summary of his determination on a petition under subsection (a). 
If the determination is affirmative, the Secretary would issue a certification and 
the summary would therefore be of the certification.

Subsection (e) provides for the termination of certifications of eligibility to 
apply for adjustment assistance if the Secretary determines that total or partial 
separations are no longer attritutable to the conditions specified under section 
222. This subsection is the same in substance as section 302 (e) of the Trade 
Expansion Act, except that the Secretary is given the statutory authority to 
terminate, instead of by delegation from the President, and the publication of 
terminations in the Federal Register is expressly required by statuts instead 
of by regulation. As in the existing provisions, it is expressly provided that such 
termination shall apply only to total or partial separation occurring after the 
termination date specified by the Secretary. Therefore, the termination would 
not affect the eligibility of workers separated before the termination date to 
apply for and receive assistance.

Subchapter B—Program Benefits 
Part I—Supplemental Payments

SECTION 231. QUALIFYING REQUIREMENTS FOR WORKERS

This section states the qualifications an individual worker must have in order 
to obtain supplemental payments for weeks in which he is entitled to State un-
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employment insurance payments. The qualifications are similar to those in sec 
tion 322 of the Trade Expansion Act. The major differences, in subsection (B), 
are omission of the requirement of employment during 78 of 156 weeks im 
mediately preceding total or partial separation, an increase of the wages for a 
qualifying week of employment from $15 to $30, and the new requirement that 
the qualifying weeks be with a single firm or subdivision of a firm.

In order to qualify for unemployment insurance supplemental payments, an 
adversely affected worker covered by a certification under subchapter A must 
file an application with a cooperating State agency. The worker's last total 
or partial separation before he applies must have occurred after the "impact 
date" (the date specified in the certification when total or partial separation 
began or threatened to begin), within two years after the Secretary issued the 
certification covering the worker, and before the termination date determined 
under section 233(e). The date of issuance of the certification is the date on 
which the Secretary or his delegate signs the certification. The worker must 
also have had 26 weeks of employment with a single firm or subdivision at $30 
or more wages a week in adversely affected employment within the 52 weeks 
immediately preceding his total or partial separation.

SECTION 232. SUPPLEMENT TO UNEMPLOYMENT INSURANCE

This section establishes the amount of supplemental payment that an ad 
versely affected worker who receives State unemployment insurance for a week 
of unemployment and meets the qualifying requirements of section 231 shall re 
ceive. A supplemental payment is equal to the amount (if any) by which the 
State unemployment insurance he receives for such week is less than the pay 
ment he would have received if under the State law his weekly benefit amount 
was one-half of his average weekly wage, or the maximum weekly benefit amount, 
whichever is less. The maximum weekly benefit amount used in computing the 
weekly benefit amount which he would have received, for trade readjustment 
purposes, would be 66% percent of the statewide average weekly wage com 
puted before the beginning of the applicant's benefit year as that term is de 
fined in the State law. Each State would be required to compute the statewide 
average weekly wage at least once a year. This establishes a Federal standard 
by which to measure the amount to be paid as a supplement to State unemploy 
ment insurance.

Legislation is being introduced amending section 3304(a) of the Internal 
Revenue Code to require State unemployment insurance laws with respect to 
benefit years beginning on and after July 1, 1975 to provide weekly benefit 
amounts which will meet, as a minimum, precisely the same standard here 
proposed. If such legislation is enacted in the form proposed, on and after July 1, 
1975, it is most likely that all adversely affected workers would receive an 
amount of State unemployment insurance which would make supplementation 
unnecessary.

If the State weekly benefit amount of unemployment insurance equaled or 
exceeded the Federal standard, no trade readjustment allowance would be paid. 
No adversely affected worker would receive total benefits (State unemployment 
insurance and Federal supplement, if necessary) less than the Federal standard.

Subsection (c) defines the terms used in establishing the weekly benefit 
amount on the basis of which the supplemental payment would be made. "Benefit 
year" would be the benefit year as defined in State law but could not be more 
than a one-year period beginning after the end of the individual's base period. 
"Base period" would be the base period as defined in State law with the limita 
tion that it be either 52 consecutive weeks, one year, or four calendar quarters 
and could not end earlier than six months prior to the beginning of an in 
dividual's benefit year. This is to assure that the weekly benefit amount is based 
on recent earnings.

The definition of "individual's average weekly wage" takes account of varia 
tions in State laws. Where a State computes weekly benefit amounts on the 
basis of high quarter wages, the average weekly wage would be l/13th of the 
amount of wages received in such quarter. In other States, the average weekly 
wage will be computed on the basis of a simple formula. Total wages in the base 
period will be divided by the number of weeks in the base period during which 
the individual performed services in employment covered under the State law 
during the base period. "High quarter wages" are the amount of wages paid to 
an individual in that quarter of his base period in which the wages were the 
highest.
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The "statewide average weekly wage" will be total wages paid by covered em 

ployers in the State for the first four of the last six completed calendar quarters 
divided by the average number of workers in covered employment during the 
same four quarter period. Since the figures used in the computation will be based 
on reports furnished by employers, there is a lag between the period used in 
making the computation and the computation date to enable the State agency to 
collect the data needed to make the computation.

Part II—Training and Related Services

SECTION 233. EMPLOYMENT SERVICES

Section 233 provides that the Secretary shall make every reasonable effort to 
secure counseling, testing, and placement services, and supportive and other serv 
ices provided for under any Federal law for adversely affected workers covered 
by a certification under subchapter A of chapter 2. The Secretary shall procure 
such services through agreements with cooperating State agencies whenever 
appropriate.

It is the intention under this provision that the Secretary shall make arrange 
ments for effective referral of the workers for the services to the extent such 
services are provided for under any other Federal law, and that appropriations 
made available under this Act are not to be expended to defray the cost or ex 
pense of the actual services. In procuring such services through agreements 
with cooperating State agencies, it is expected that the services will be funded 
through funds made available under other programs, including under revenue- 
sharing arrangements.

As used in section 233, it is intended that the phrase "supportive and other 
services" includes, to the extent provided in Federal law, services such as work 
orientation, basic education, communication skills, employment skills, minor 
health services, and other services which are necessary to prepare a worker for 
full employment. It is intended that the minor health services referred to above 
shall be limited to those which are necessary to correct a condition that would 
otherwise prevent a worker from being able to accept a training or employment 
opportunity.

SECTION 234. TRAINING

This section authorizes the Secretary to provide or assure provision of ap 
propriate training to trade-impacted workers under manpower and related serv 
ice programs established by law, on a priority basis.

Subsection (a) provides that the Secretary may authorize training, under 
manpower and related service programs established by law for adversely affected 
workers covered under certifications under subchapter A for whom suitable 
employment (including technical and professional employment) would be avail 
able only after such training. These provisions are similar to section 326(a) of 
the Trade Expansion Act.

Subsection (a) also provides that the Secretary shall assure the provision of 
training, insofar as possible, on a priority basis. In relation to Federally financed 
manpower training programs, this language authorizes the Secretary to exercise 
such guidance and control as is possible in order to assure that manpower funds 
allocated to and primarily administered by State and local officials shall be used 
to serve workers certificated under this chapter. The reference to priority is in 
tended to place such workers in a favored position if training resources are not 
adequate to meet the needs of all applicants. The only other such priority with 
statutory support is that provided for veterans in Title V of Public Law 92-540. 
As under section 233, it is intended that appropriations under this Act will not 
be expended to defray the cost or expense of training, but that funds available 
under other programs, including revenue sharing arrangements, shall be utilized.

Subsection (b) authorizes supplemental assistance to defray transportation 
and subsistence costs when training is provided in facilities which are not within 
commuting distance. This provision is identical in substance to section 326(a) 
of the Trade Expansion Act, including the maximum amounts of $5 per day 
for subsistence and 10$ per mile for transportation expenses.

Subsection (c) provides that the Secretary shall not authorize training which 
begins more than one year after the certification under subchapter A or of the 
worker's last total or partial separation before applying under subchapter B, 
whichever is later. There is no directly comparable section in the Trade Ex 
pansion Act.
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Subsection (d) provides that any worker refusing without good cause to accept 
or continue, or failing to make satisfactory progress in suitable training to which 
he was referred by the Secretary shall be disqualified from receiving payments 
under this chapter until he enters or resumes the training. This subsection is 
identical in substance to section 327 of the Trade Expansion Act.

Part III—Job search and relocation allowances
SECTION 235. JOB SEARCH ALLOWANCES

This section provides that a worker covered by a certification under subchap- 
ter A may file an application with the Secretary for a job search allowance. 
This allowance provides reimbursement to the worker of 80 percent of the cost 
of his necessary job search expenses, not to exceed $500.

The allowance can only be granted to assist the worker in obtaining employ 
ment within the United States, only when the worker cannot reasonably be 
expected to obtain suitable employment in his commuting area, and only if the 
application for the allowance is filed within one year from his last total separa 
tion prior to applying under section 231.

SECTION 236. RELOCATION ALLOWANCES

Section 236 retains most of the provisions for relocation allowances under sec 
tions 328, 329, and 330 of the Trade Expansion Act.

Subsection (a) is identical in substance to section 328 of the Trade Expansion 
Act. Relocation allowances are afforded (upon application and meeting qualify 
ing requirements) to any adversely affected worker covered by a certification 
under subchapter A of this chapter who is the head of a family, as defined in 
regulations prescribed by the Secretary, and who has been totally separated 
from adversely affected employment. The qualifying requirements of subsection 
(b) are identical to those of section 329(a) of the Trade Expansion Act.

Subsection (c), which is comparable to section 329(b) of the Trade Expansion 
Act, authorizes payment of a relocation allowance only if for the week in which 
the worker files an application for such allowance, he is entitled to a supplemental 
payment under section 232, or would be so entitled (without regard to whether 
he filed application for the supplemental payment) if it were not for the fact 
that he has either obtained the employment to which he wishes to relocate, or 
received an unemployment insurance payment equal to or greater than the pay 
ment he would have received for such week had the applicable State law pro 
vided as set forth in section 232(a) (1) and (2) of this Act.

Subsection (c) also provides that to be entitled to a relocation allowance, 
the worker must relocate within a reasonable time after he applies for such al 
lowance. If the applicant is a worker undergoing vocational training under the 
provisions of any Federal statute he must relocate within a reasonable time after 
the conclusion of such training.

Subsection (d) changes the definition and therefore the amounts of the re 
location allowances under section 330 of the Trade Expansion Act. "Relocation 
allowance" is defined as (1) 80 percent of the reasonable and necessary expenses 
(as specified in regulations prescribed by the Secretary of Labor) incurred in 
transporting the worker, his family, and their household effects from their 
present location, and (2) a lump sum payment equivalent to three times the 
worker's average weekly wage, up to a maximum payment of $500.

Subchapter G—General Provisions
SECTION 237. AGREEMENTS WITH STATES

Subsections (a), (b) and (c) of this section provide for agreements between 
the Secretary and States or State agencies to carry out the functions required un 
der subchapter B. These subsections are substantially the same as section 331 
of the Trade Expansion Act Subsection (d), which provides for review of State 
determinations made under terms of such agreements differs somewhat from 
the review provision under section 336 of the Trade Expansion Act.

Subsection (a) authorizes the Secretary to enter into agreements under which 
States or State agencies will, as agents of the United States: (1) receive ap 
plications and provide payments as provided in this chapter; (2) offer testing, 
counseling, referral to training, and placement services to adversely affected
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workers applying for payments, where appropriate, and (3) otherwise cooperate 
in providing payments and services under this chapter.

Subsection (b) states that agreements shall include terms and conditions for 
amendment, suspension or termination. Subsection (c) requires that agreements 
shall not deny or reduce unemployment insurance payments to adversely affected 
workers by reason of any right to payments under this chapter.

Subsection (d) provides that determinations with respect to entitlement to 
payments made by cooperating State agencies under agreements with the Secre 
tary shall be subject to review in exactly the same manner and to the same 
extent as determinations under the applicable State law. Section 336 of the Trade 
Expansion Act provided for such review to the maximum extent practicable and 
consistent with the worker assistance provisions of that Act. Subsection (d) 
has the effect of channeling all questions arising from determinations by State 
agencies under subchapter B through the normal State review procedure.

SECTION 238. ADMINISTRATION ABSENT STATE AGREEMENT

Subsection (a) authorizes the Secretary to arrange by regulations for per 
formance of necessary functions under subchapter B where there is no agree 
ment in force with a State or State agency. Among the functions to be carried 
out is provision of a fair hearing for any worker whose application for payments 
is denied. This provision follows the terms of 5 U.S.C. § 8503(c), a section that 
states the procedures for provision of unemployment compensation to Federal 
employees absent a State agreement to administer that compensation program.

Subsection (b) provides for review by the courts of final determinations under 
subsection (a) of entitlement to payments under subchapter B in the same 
manner and to the same extent as is provided by 42 U.S.C. § 405 (g), the judicial 
review provision for the social security program. Section 336 of the Trade Ex 
pansion Act provides that determinations as to entitlement of individuals for 
adjustment assistance shall be final and not subject to court review except as 
provided in the Secretary's regulations.

SECTION 239. PAYMENTS TO STATES

This section provides that the State agencies pay supplemental payments out 
of funds advanced to them from the Federal Treasury.

The section eliminates the requirement of section 332(a)(2) of the Trade 
Expansion Act that the Federal Government reimburse a cooperating State for 
the unemployment compensation paid to a worker who qualified under State law 
to receive such compensation. Previously, if the Federal Government determined 
that such a worker was unemployed due to trade concessions, it would reimburse 
the State the amounts paid out to such a worker for unemployment compensation.

Subsection (b) provides for appropriate fiscal safeguards for funds not spent.
Subsection (c) stipulates that agreements made under this subchapter may 

include requirements that any State employee certifying or disbursing funds 
under this agreement be bonded.

SECTION 240. LIABILITIES OF CERTIFYING AND DISBURSING OFFICERS

Subsection (a), which is identical to section 333 of the Trade Expansion Act, 
relieves a designated certifying officer, in the absence of gross negligence or intent 
to defraud the United States, from liability with respect to the payment of any 
payment certified by him under this chapter.

Subsection (b) provides similar relief from liability for a disbursing officer 
with respect to any payment by him under this chapter if it was based upon a 
voucher signed by a designated certifying officer.

SECTION 241. RECOVERY OF OVERPAYMENT

This section is identical in substance to section 334 of the Trade Expansion 
Act.

It provides that if a person has been found to have received any payment to 
which he was not entitled, as a result of false statements, such person shall be 
liable to repay such amount to the State agency or to the Secretary. Such recov 
ery may also be made by deducting the amount to which the person was not 
entitled from any sum payable to him under this chapter.
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Any amount repaid to a State agency shall be deposited into the fund from 
which payment was made, and any amount repaid to the administering agency 
shall be credited to the current applicable fund from which payment was made.

SECTION 242. PENALTIES

This section imposes the same penalties as section 335 of the Trade Expansion 
Act provided for any person who knowingly makes false statements of, or fails 
to disclose material facts for the purpose of obtaining or increasing for himself 
or for any other individual any payment authorized to be paid under this chap 
ter or under an agreement under section 237. The offenses are punishable by fines 
of not more than $1,000 or imprisonment for not more than one year, or both.

SECTION 243. AUTHORIZATION OP APPROPRIATIONS

Section 243 authorizes the appropriation to the Secretary of such sums as may 
be necessary from time to time to carry out his functions under this chapter 
in connection with furnishing payments to workers. Section 243 further provides 
that sums which are authorized to be appropriated shall remain available until 
expended.

This provision covers not only payments but also the Secretary's functions 
throughout chapter 2 in connection with furnishing payments to workers. It 
includes, for example, funds for the Secretary's functions with respect to sub- 
chapter A, and the functions of the Tariff Commission thereunder. The authori 
zation would not, however, include appropriations to defray the expense or cost 
of actual services furnished workers, under this or any other Federal law.

SECTION 244. TRANSITIONAL PROVISIONS

Subsection (a) provides that any worker covered by a certification issued 
under section 302 (b) (2) or (c) of the Trade Expansion Act shall be entitled to 
the rights and privileges provided in the worker assistance chapter of that Act 
as existing prior to the date of enactment of this Act. Workers so covered may 
therefore apply for trade readjustment allowances under the terms and conditions 
of the Trade Expansion Act and will continue to receive assistance under that 
Act to the extent of their eligibility.

Subsection (b) provides for cases where a group of workers or their authorized 
representatives has filed a petition under section 301 (a) (2) of the Trade Expan 
sion Act, such filing was more than four months prior to the effective date of this 
Act, the Tariff Commission has not rejected the petition, and the President or 
his delegate has not issued a certification under 302 (c) of the Trade Expansion 
Act to the petitioning group. In such circumstances, the group or its representative 
may file a new petition under section 221 of the Act, not later than 90 days after 
the effective date of the Act, and shall be entitled to the rights and privileges 
provided in this chapter. For purposes of section 223(b) (1), the petition date 
shall be the original filing date under the Trade Expansion Act, and section 
223(b) (2) shall not apply to workers covered by a certification issued pursuant 
to a petition meeting the requirements of this subsection.

Subsection (b) attempts to prevent inequitable cutoffs of assistance that would 
occur because pending Trade Expansion Act petitions may not be decided upon 
before the effective date of the new Act. While a group may file another petition 
under the new Act, workers covered by the petition may be ineligible for assist 
ance because the new filing date is later than the original Trade Expansion Act 
filing. The provision in subsection (b) for using the earlier date in pending cases, 
and not applying the six-month cutoff of section 223(b) (2), is intended to meet 
this problem.

Subsection (c) provides that the Tariff Commission shall make certain mate 
rials available to the Secretary on request. The data involved is derived from 
section 301 Trade Expansion Act investigations concluded within the two years 
before the date of enactment of this Act which did not lead to either affirmative 
or .negative Presidential action under section 302(a) (3) or 302 (c) of the Trade 
Expansion Act.

SECTION 245. DEFINITIONS

This section, except for some deletions, substantially adopts the definitions of 
section 338 of the Trade Expansioin Act. Those terms which have been deleted 
are "average weekly manufacturing wage," "remuneration," "week," and "week of 
unemployment.
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Subsection (1) defines "adversely affected employment" as work in those 

firms or subdivisions of firms the employees of which have been declared eligible 
to apply for assistance.

Subsection (2) defines "adversely affected worker" as an individual who has 
been partially or totally separated because of lack of work in the affected firm, 
or subdivision thereof, or totally separated from the firm in a subdivision of 
which such adversely affected employment exists.

Subsection (3) defines "average weekly wage." A person's average weekly wage 
is one-thirteenth of the total salary paid that person in that quarter, out of the 
first four of five completed quarters preceding his separation, in which the 
person's salary was the highest.

Subsection (4) defines "average weekly hours" as the average number of hours 
worked by the individual in the affected employment, and not including overtime, 
in the 52 weeks (excluding weeks of sickness or vacation) preceding the week 
in which partial or total separation occurred.

Subsection (5) defines "total separation" as the complete separation of the 
workr from the firm in which some adversely affected employment exists.

Subsection (6) defines "partial separation" as occurring when the worker has 
had his hours of work reduced to 80 percent or less of his average weekly hours 
and his wages reduced to 75 percent or less of his average weekly wage in the 
affected employment.

Subsection (7) defines "State" to include the District of Columbia and the 
Commonwealth of Puerto Rico and the "United States" to include both.

Subsection (8) defines "State agency" as the agency of the particular State 
which administers the relevant State law.

Subsection (9) defines "State law" as the unemployment insurance law of the 
particular State that was approved by the Secretary of Labor as provided by 
secction 3304 of the Internal Revenue Code of 1954.

Subsection (10) defines "unemployment insurance" as those unemployment 
benefits payable to an individual through any State or Federal unemployment 
insurance law.

SECTION 246. ADMINISTRATIVE PROVISION

This section provides that the Secretary shall prescribe necessary regulations 
to implement this chapter, in coordination with the Special Representative for 
Trade Negotiations.

TITLE III—RELIEF FROM UNFAIR TRADE PRACTICES
The purpose of this title is to consolidate and revise the four principal stat 

utes dealing with unfair trade practices of foreign countries.
The first chapter deals with responses to unfair foreign import restrictions and 

export subsidies from foreign countries to third country markets which displace 
competitive United States exports. This chapter revises and updates section 252 
of the Trade Expansion Act ("Foreign Import Restrictions").

The second chapter makes a number of amendments to the Antidumping Act 
of 1921. The third chapter contains amendments to section 303 of the Tariff 
Act of 1930 on countervailing duties, including their application to duty-free 
goods subject to an affirmative finding of injury to domestic industry.

The fourth chapter revises section 337 of the Tariff Act of 1930 with respect 
to patent infringements. Companion legislation will authorize the Federal Trade 
Commission to investigate and regulate unfair methods of competition in import 
trade other than patent infringement.

CHAPTER I—FOREIGN IMPORT RESTRICTIONS
SECTION 301. RESPONSES TO UNFAIR FOREIGN IMPORT RESTRICTIONS 

AND EXPORT SUBSIDIES

This section revises and expands the authority of the President under section 
252 of the Trade Expansion Act to respond to unreasonable or unjustifiable for 
eign trade restrictions or discriminatory or other acts which burden or restrict 
United States commerce.
1. Authority to Respond to Unfair Trade Practices

Subsection (a) authorizes the President to take action (retaliate) against any 
foreign country which (1) maintains unjustifiable or unreasonable tariff or
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other import restrictions (including variable levies) which impair trade commit 
ments made to the United States or which burden, restrict, or discriminate 
against United States trade; (2) engages in unjustifiable or unreasonable dis 
criminatory or other acts or policies, such as mmtariff barriers, which directly or 
indirectly burden or restrict United States trade; or (3) subsidizes its exports 
to third countries which substantially reduce sales of competitive United States 
exports to such countries.

"Unjustifiable" refers to restrictions or policies which are illegal or inconsistent 
with international obligations such as the GATT. "Unreasonable" refers to re 
strictions or policies which are not necessarily illegal but which, for example, 
nullify or impair benefits within the meaning of GATT Article XXIII. The 
President shall make the judgment as to what constitutes an unjustifiable or 
unreasonable measure and no GATT determination is required.

The President is required to take all appropriate and feasible steps to obtain 
the elimination of such restrictions or subsidies. The President has discretionary 
authority to refrain from providing benefits of trade agreement concessions to the 
country. He also may impose duties or other import restrictions at any level 
and for such time as he deems appropriate, on a most-favored-nation basis or 
only on the products imported from one or more offending foreign countries.

This subsection makes a number of changes in existing law. First, it removes 
the distinction formerly contained in section 252(a) (3) of the Trade Expansion 
Act between agricultural and non-agricultural products, whereby the President 
had greater authority to retaliate against unjustifiable foreign import restrictions 
on agricultural products. The effect of this distinction in section 252 was to limit 
the President's authority to act against unfair practices on nonagricultural prod 
ucts to suspending, withdrawing, or preventing the application of trade agree 
ments concessions. The new provision would enable the President to impose any 
type of import restriction against unfair foreign import restrictions or subsidies 
on any product.

Second, the subsection extends the President's retaliation authority to cases 
in which a foreign country provides subsidies or equivalent incentives in con 
nection with its exports to third country markets which substantially reduce sales 
of competitive United States exports in those markets. This authority is not con 
tained in secction 252 of the Trade Expansion Act.

Third, the subsection' (a) authorizes action against "unreasonable" restric 
tions or other policies to the same extent authorized against "unjustifiable" re 
strictions. Section 252 provides less authority to deal with unreasonable than with 
unjustifiable measures. In particular, section 252(c) required that the President, 
in taking action against "unreasonable" restrictions, have due regard for the 
international obligations of the United States.

While subsection (b) requires the President to consider the relationship to in 
ternational obligations before he takes action under subsection (a), this require 
ment shall not constitute a limitation on the legal scope of the President's 
authority to take action in the national interest. However, it is intended that the 
President shall depart from international obligations only in rare cases where 
adequate international procedures for dealing with unjustifiable or unreasonable 
actions are not available.

Fourth, subsection (a) provides that the President may act on a most- 
favored-nation basis or otherwise. Although in most cases relations might be 
taken only against one or more offending countries such as contemplated by 
GATT Article XXIII, cases could arise in which it is appropriate to act on a 
most-favored-nation basis, such as under GATT Article XXVIII.
2. Hearings

Subsection (c) parallels in a simplified manner the substance of section 252 (d) 
of the Trade Expansion Act. It requires the President to provide an opportunity 
for interested persons to bring to his attention any of the foreign restrictions, 
acts or policies referred to under subsection (a). However, the President may 
take action against foreign restrictions without awraiting these views.

CHAPTER 2—ANTIDUMPING DUTIES 
SECTION 310. AMENDMENTS TO THE ANTIDUMPING ACT OF 1921

This section amends the Antidumping Act of 1921 to establish time limits on 
dumping investigations and revise the definitions of purchase price, and ex 
porter's sales price. It also provides for hearings prior to final determinations by 
the Secretary of the Treasury and the Tariff Commission.
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1. Time Limits

Subsection (a) amends section 210(b) of the Antidumping Act to provide that 
the Secretary of the Treasury or his delegate must within six months or, in 
more complicated investigations, within nine months after a question of dump 
ing is raised by or presented to him, make the determination required under 
present law as to whether there is reason to believe or suspect that the pur 
chase price of imported merchandise is less, or the exporter's sales price is less 
or likely to be less, than the foreign market value or constructed value of the 
merchandise.

If the Secretary's determination is affirmative, then under paragraph (2) of 
section 210(b), as amended, he must publish notice thereof in the Federal 
Register and require the withholding of appraisement of any such merchandise 
entered on or after such date of publication. Paragraph (2) also retains the 
present provision in the Antidumping Act which authorizes the Secretary to 
order that such withholding be made effective with respect to merchandise 
entered on or after an earlier date, but in no case may the effective date of 
withholding be earlier than the 120th day before the question of dumping was 
raised by or presented to him.

Paragraph (3) of section 201 (b) provides that if the Secretary's determina 
tion is negative, notice theerof must be published in the Federal Register, but 
the Secretary may within three months thereafter order the withholding of 
appraisement if he then has reason to believe or suspect that sales at less than 
fair value have occurred or are occurring. An order of withholding of appraise 
ment in that case is treated in the same manner as is a withholding under para 
graph (2) of section 201 (b). Section 201 (b) as amended by the bill also provides 
that the question of dumping is deemed to have been raised by or presented to the 
Secretary on the date on which a notice is published in the Federal Register 
that information relating to dumping has been received in accordance with 
regulations prescribed by him. Treasury regulations currently provide for pub 
lication of such a notice generally within 30 days after the receipt in satisfactory 
form of information relating to dumping.

Paragraph (3) of section 210(b) also provides that if the Secretary determines 
that the circumstances are such that a determination cannot reasonably be made 
within nine months, he shall publish notice to that effect, and in such cases 
may take up to twelve months after the question of dumping was raised to reach 
a determination. These time limits are modeled after the limits recently set 
forth in the revised Antidumping Regulations issued by the Treasury Department.
2. Hearings

Subsection (b) incorporates a new provision in the Antidumping Act which 
requires the Secretary of the Treasury or the Tariff Commission to hold a hear 
ing on the record prior to any determination under subsection 201 (a) of the 
Act. The subsection chances existing law in the following respects: 1) hearings 
conducted by the Treasury Department and the Tariff Commission will be re 
quired by the statute, in contrast to present procedures under which regulations 
issued by the Treasury Department and the Tariff Commission provide interested 
parties an opportunity to be heard only at the discretion of each agency; 2) 
a transcript will be required of each hearing. No other change is contemplated 
in the present hearing procedures conducted by the two agencies. The transcript 
of each hearing plus all papers filed in connection with the investigation will 
constitute the exclusive record for determination, and, with exception of material 
treated as confidential or in camera, shall be available to all persons. The hear 
ings are exempted from the requirements of the Administrative Procedure Act.

Paragraph (3) imposes a new requirement for the Secretary and the Tariff 
Commission to include in the record and publish in the Federal Register their 
determinations, whether affirmative or negative, together with a statement of 
the bases for their findings and conclusions on all material issues presented on 
the record.
3. Purchase Price

Subsection (c) makes three amendments to section 203 of the Antidumping 
Act, dealing with purchase price.
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The first amendment deals with the treatment to be given export taxes in 

the computation of purchase price. Section 203 of the Antidumping Act, which 
defines purchase price and sets forth the adjustments to be made thereto, pro 
vides that any export tax imposed on the exported product must be added to 
the purchase price if it is not already included therein. Section 204, on the
•other hand, which defines exporter's sales price, provides that any export tax 
must be subtracted from exporter's sales price if it is included therein.

The "purchase price" treatment of an export tax is anomalous. An export 
tax increases the price of an exported product and, if not subtracted, would dis 
tort any dumping price comparison made between the export price and the 
liome market price of a particular product. The distortion would artifically 
reduce or eliminate any dumping margins that might otherwise exist. The 
present treatment of export taxes under the exporter's sales price provision is 
proper and the proposed amendment would make the section on purchase price 
.symmetrical with the section on exporter's sales price in this regard.

The second amendment deals with the treatment of certain types of tax rebates 
in computing purchase price. The amendment would conform the standard in the 
Antidumping Act to the standard followed in administering the countervailing 
duty law, thereby harmonizing tax treatment under the two statutes. With the 
amendment no adjustment to the advantage of the foreign exporter would be 
permitted for indirect tax rebates unless the direct relationship of the tax 
to the product being exported, or components thereof, could be demonstrated.

The Treasury Department considers rebates or remissions of taxes not di 
rectly related to an exported product or its components as being bounties or 
grants within the meaning of the countervailing duty law. Under the Antidump 
ing Act, Treasury is required in its calculation of purchase price to add back 
to the price at which merchandise is sold to the United States "the amount of 
any taxes imposed in the country of exportation upon the manufacturer, pro-
•dncer, or seller, in respect to the manufacture, production, or sale of the mer 
chandise, which have been rebated, or which have not been collected, by reason 
of the exportation of the merchandise to the United States." (Emphasis added.) 

The "adding back" of such taxes under the Antidumping Act would have the 
effect of reducing or eliminating any dumping margins that may exist. The lan 
guage of the Antidumping Act "in respect to the manufacture, production or sale
•of the merchandise" is somewhat broader than the standard applied to tax re 
bates under the countervailing duty law (directly related to the exported prod 
ucts or its components) and could result in inconsistency of treatment of tax 
rebates under the two laws. With this amendment, no dumping margins would 
be reduced or eliminated by virtue of the rebate of a tax not directly related to 
the exported product.

The third amendment would assure that imported merchandise benefitting 
from tax rebates which the Secretary has already determined to be a bounty or 
grant, and thus subject to countervailing duties would not be unfairly penalized 
by subjecting them to antidumping duties as well by reason of the same tax 
rebates.
•}. Exporter's Sales Price

Subsection (c) also makes three amendments to section 204 of the Antidump 
ing Act dealing with exporter's sales price.

The first amendment adds a fifth item to the list of those costs, expenses, or 
taxes which must be subtracted from the resale price in the United States to
•an unrelated purchaser in the computation of exporter's sales price. This amend 
ment provides that whenever merchandise subject to an antidumping investiga 
tion or finding is imported by a person or corporation related to the exporter, 
i.e., an exporter's sales price situation, and the merchandise is changed by further 
process or manufacture so as to remove it from the class or kind of merchandise 
involved in the proceeding before it is sold to an unrelated purchaser, such mer-
•chandise will not escape the purview of the law, but appropriate adjustments 
for the value added will be made to arrive at an exporter's sales price. The 
amendment will codify existing Treasury Department regulations on the subject 
and eliminate any question concerning the scope or intent of the Act to reach 
such merchandise which has been further processed or manufactured.

The second and third amendments are identical to the amendments of section 
203 of the Act concerning the treatment of certain tax rebates or remissions in 
the computation of purchase price, and would apply these same standards in the
•computation of exporter's sales price.

96-006—73—pt. 1———11
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CHAPTER 3—COUNTERVAILING DUTIES 

SECTION 330. AMENDMENTS TO SECTION 303 OF THE TARIFF ACT OF 1930
This section effects four major changes in the present countervailing duty 

statute:
(1) it provides for the application of countervailing duties to duty-free 

imports;
(2) it requires a determination of material injury by the Tariff Commis 

sion for the application of countervailing duties to duty-free imports, for so 
long as such a determination is required by international obligations of the 
United States;

(3) it provides that the Secretary of the Treasury must determine within 
one year if a bounty or grant is being paid or bestowed; and

(4) it provides discretionary authority for the Secretary to bar the ap 
plication of countervailing duties in any particular case if he determines 
that such action would be significantly detrimental to the United States 
economic interests, or that existing quantitative limitations are an adequate- 
substitute for the imposition of countervailing duties.

1. Application to Duty-Free Goods
Subsection 303(a) (1) as amended removes the restriction on the application 

of countervailing duties to dutiable merchandise only, thereby making the law 
applicable also to duty-free merchandise. Any articles entered or withdrawn 
from warehouse free of duty as a result of preferential treatment granted under 
Title VI for beneficiary developing countries shall be considered nondutiable 
for the purpose of imposing countervailing duties. Subsection (a) (2) provides 
that countervailing duties may be assessed on duty-free merchandise only if 
the Tariff Commission makes an affirmative determination of material injury 
concerning the merchandise pursuant to subsection (b) (1).

This injury requirement will apply only so long as such a determination is 
required by the international obligations of the United States, i.e., under the 
G-ATT. A principal reason why this requirement is being introduced is that the 
GATT requires an injury determination generally in countervailing duty cases 
but the United States prior countervailing duty law was in existence at the 
time GATT was created and the absence of an injury requirement falls under 
the "grandfather clause" of the Protocol of Provisional Application. The ques 
tion of injury requirements in United States and other countervailing duty 
statutes is currently under consideration in the GATT. The purpose of this 
statutory provision is to comply with the technical requirements of the GATT 
without prejudicing the position that the United States may finally take on this 
question.
2. Injury Determination

Subsection (b) provides that whenever the Secretary of the Treasury has 
determined that a bounty or grant is being paid or bestowed on duty-free 
merchandise, the Tariff Commission must conduct an investigation to determine 
whether a United States industry is being or is likely to be materially injured, 
or ia prevented from being established, due to imports of such merchandise. 
Subsection (b) also requires the suspension of liquidation of all such articles 
on or after the 30th day after the date of publication in the Federal Register 
of the Secretary's determination that a bounty or grant is being paid or bestowed. 
If the decision of the Commission is in the affirmative, countervailing duties will 
be assessed; a negative determination would terminate the proceedings. This 
procedure closely parallels the procedures followed under the Antidumping Act 
with respect to the determination of injury.
8. Public Notices

Subsection (a) (4) codifies present practice under Treasury Department regu 
lations by providing for the publication in the Federal Register of a notice of the 
initiation of a countervailing duty investigation whenever the Secretary con 
cludes that a formal investigation is warranted. Subsection (a) (5) requires 
that all determinations by the Secretary and by the Tariff Commission under 
the law be published in the Federal Register.
4. Time Limitations

Subsection (a) (1) adds the requirement to existing law that the Secretary of 
the Treasury must determine, within 12 months after the date OB which the
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question is presented to him, whether any bounty or grant is being paid or 
bestowed. Subsection (a) (4) provides that the 12-month time limit on the in 
vestigation by the Secretary will begin from the date the notice of the initiation 
of a countervailing duty investigation is published in the Federal Register.

Subsection (c) requires the application of countervailing duties on dutiable 
or duty-free merchandise on or after the 30th day after the date of publication, 
in the Federal Register of the Secretary's determination that a bounty or grant 
is being paid or bestowed. In the case of duty-free merchandise, such duties will 
only be assessed following an affirmative injury determination by the Tariff 
Commission, but will be effective as of the date of suspension of liquidation, 
provided for in subsection (b).

Subsection (a) (3) makes no change in existing law which provides for a 
determination or estimate by the Secretary of the net amount of each bounty or 
grant. Subsection (a) (5) repeats the requirement under existing law that the 
Secretary make regulations necessary to identify articles and to assess and col 
lect duties under section 303.

Subsection (c) provides that the amendments made by section 330(a) take 
effect on the date of the enactment of this Act, except that the last sentence of 
section 303(a) (1) (requiring that determination of the existence of a bounty 
or grant be made within 12 months after the question is presented) shall apply 
only to questions regarding bounties presented on or after such date of enactment.
5. Discretionary Authority

Subsection (d) provides that the imposition of countervailing duties shall not 
be required in any case where the Secretary determines, after seeking informa 
tion and advice from such other agencies as he deems appropriate, that the im 
position of such duties would result or be likely to result in significant detriment 
to the economic interests of the United States. This subsection would also au 
thorize the Secretary not' to countervail against bounties or grants paid or be 
stowed on articles or merchandise that are already the subject of U.S. import 
quota restrictions or effective restrictions on export of the merchandise to the 
United States which the Secretary regards as an adequate substitute for the 
imposition of countervailing duties.

CHAPTER 4—UNFAIR PRACTICES IN IMPORT TRADE 

SECTION 350. AMENDMENTS TO SECTION 337 OF THE TARIFF ACT
Under section 337 of the Tariff Act, the President has discretion to direct the 

issuance of an exclusion order against articles concerned in unfair methods of 
competition, on the basis of a Tariff Commission investigation and report that 
the statutory criteria have been met.

The major change made by this chapter is to limit section 337 to patent in 
fringement. A companion statute will authorize the Federal Trade Commission 
to investigate and regulate other unfair methods of competition.

Under section 337, as amended by section 350 of this Act, the Tariff Com 
mission will direct the issuance of exclusion orders in cases of patent infringe 
ment and the President will not make any determinations. However, in those 
cases in which the validity or enforceability of the complainant's patent is being 
litigated in the Federal Courts, the Commission will permit imports under bond, 
payable to the patentee, pending a final determination by the courts.
1. Patent Infringement Declared Unlawful

Subsection (a) provides that the importation of articles into the United 
States which infringe a United States patent is unlawful, and when snch in 
fringement is found by the Tariff Commission to exist, it shall be dealt with as 
provided under this section and any other provisions of law. This section no 
longer requires a showing of injury to, or prevention of th eestablishment of, 
an industry, nor does it require that the industry in question be economically 
and efficiently operated. Section 337(a) of the Tariff Act (19 U.S.C. 1337a), 
Which is not amended, provides that the importation of a product made, pro 
duced, or processed under or by means of a process covered by the claims of a 
letters patent, shall have the same status for purposes of section 337 as the 
importation of a product which infringes a patent.
&. Investigations ~by the Commission and Exclusion Orders

Subsection (b) provides that the Commission is authorized to investigate any 
alleged violation on complaint under oath or upon its own initiative. The burden
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of establishing a prima facie showing of an alleged violation shall be on the 
complainant, or on the Commission if it investigates on its own initiative. Sub 
section (e) provides that whenever the Commission finds the existence of the 
violation described in subsection (a), it shall order that the articles concerned 
be excluded from entry into the United States and the Secretary of the Treasury 
shall enforce any such order.
3. Deferral to Courts on Patent Validity

Subsection (c) further provides that whenever patent validity is challenged 
by the respondent and a bona fide challenge to patent validity is either pending 
in a suit or the respondent files such a suit, or patent misuse is claimed by the 
respondent and a 1>ona fide claim of misuse is pending in a court action and 
the court's decision would be dispositive of the issue, the Tariff Commission 
shall continue its proceedings on all other issues. If the Commission finds favor 
ably to the patentee, it will issue an exclusion order conditional on the results 
of the court proceedings. In any such case, imports will be permitted under a 
bond, in favor of the patentee, in an amount appropriate to protect his asserted 
rights.
4- Termination of Exclusion Orders

Subsection (d) provides that any refusal of entry under this section shall 
continue until the patent expires or until the Commission (on its own motion 
or at the request of any interested party) finds that the coninued exclusion is 
no longer necessary to prevent the unlawful method of competition. Thus, for 
example, if the infringer becomes a licensee of the domestic patentee, the parties 
could request the Commission to rescind the exclusion order.
5. Issuance of Temporary Exclusion Orders

Subsection (e) authorizes the Tariff Commission to issue temporary exclusion 
orders pending the completion of its full investigation if a prima facie showing 
of a violation has been established, and if immediate and substantial harm to 
the patentee would result if a temporary order were not issued. In such cases, 
however, imports will be permitted under a bond in favor of the patentee.
6. 'Public Hearings

Subsection (f) provides that public hearings shall be held in connection with 
investigations under this section and that a transcript shall be made.
7. Judicial Review

Subsection (g) enables any person adversely affected by an action of the Com 
mission to secure judicial review in the United States Court of Customs and 
Patent Appeals. If the court decides to stay the issuance of an exclusion order, 
it shall provide for the imposition of a bond in favor of the patentee to protect 
his rights pending determination of the appeal.
S. Definitions

Subsection (h) provides, as under existing law, that the term "United States" 
includes all possessions of the United States except the Virgin Islands, American 
Samoa, and the Island of Guam.

TITLE IV—INTERNATIONAL TRADE POLICY MANAGEMENT
The purpose of this title is to provide certain permanent authorities to the 

President which enable more flexible tools for the management of trade policy.
Section 401 grants explicit and more flexible authority than under existing 

legislation for the President to impose or liberalize restrictions on imports to 
deal with serious balance-of-payments problems.

Section 402 permits the United States to exercise fully its GATT rights and 
obligations. It provides tine President authority at least as extensive as his 
authority under trade agreements, and authority to maintain trade agreement 
rates in the absence of a trade agreement.

Section 403 provides permanent authority for the President to negotiate and 
implement trade agreements of limited scope.

Section 404 provides permanent authority for the President to compensate 
foreign countries for increases in United States import restrictions.

Section 405 provides authority for the President to reduce import restrictions 
temporarily for the purpose of restraining inflation.
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Section 406 requires the reservation of certain articles from reductions in 

duties or other import restrictions during the course of trade negotiations.
Section 407 requires the application of trade agreement concessions on a most- 

favored-nation basis unless a deviation is specifically authorized.
Section 408 provides authority for the President to terminate at any time 

actions to implement trade agreements.
Section 409 provides that all trade agreements are subject to termination or 

withdrawal at the end of a specific time period.
Section 410 provides for public hearings in connection with certain actions 

under this title.
Section 411 authorizes annual appropriations to the GATT.

SECTION 401. BALANCE OP PAYMENTS ATTTHOKITY

Section 401 provides the President with explicit and more flexible authority 
than tinder existing legislation to impose one or more special import measures 
for a period he deems necessary to deal with the United States balance-of- 
payments position in specific situations:

(1) To impose a temporary import surcharge and/or temporary quanti 
tative limitations on imports in the case of a serious United States balance- 
of-payments deficit, or to cooperate in correcting an international balance- 
of-payments disequilibrium.

(2) To reduce temporarily or suspend duties and/or import limitations
or other restrictions in the case of a persistent balance-of-payments surplus.

The President may suspend, modify, or terminate, in whole or in part, any
action under this section at any time, consistent with the provisions of this
section.
1. Balance-of-Payments Deficit or International Disequilibrium

In the case of a serious United States balance-of-payments deficit, or with 
respect to cooperative efforts to correct an international balance-of-payment dis 
equilibrium, subsection (a) authorizes the President to impose a temporary sur 
charge in the form of duties on any dutiable or duty-free articles, and/or to 
limit temporarily imports of such articles through the use of quotas. Quotas 
may be imposed if this type of measure is contemplated as a legitimate instru 
ment to deal with balance-of-payments problems by international agreements to 
which the United States is a party. (This section does not require international 
approval of any kind of the use in a particular instance of these measures by 
the United States for balance-of-payments purposes.

United States cooperation in correcting a fundamental international balance- 
of-payments disequilibrium as reflected in payments positions of other countries 
is authorized when allowed or recommended by the IMF. Multilateral coopera 
tion could include, for example, the implementation of joint actions to restrict 
imports from a country running large and consistent surpluses if that country 
refuses to take measures to ameliorate the payments disequilibrium.

The criteria under subsection (b) for the President determining that a serious 
balance-of-payments deficit exists for purposes of this section are a substantial 
deficit in the United States balance-of-payments over a period of four consecu 
tive calendar quarters, or a serious decline in the United States net international 
monetary reserve position, or a significant, alteration in the foreign exchange 
value of the dollar, and the expectation that one or more of these conditions would 
continue in the absence of corrective measures. A substantial balance-of-pay 
ments deficit will be based on an average of four consecutive calendar quarters. 
A serious decline in net international monetary reserves will be based on a 
worsening of the United States position in absolute terms. The use of this author 
ity with respect to a significant change in the exchange rate of the dollar applies 
to situations in which a temporary surcharge might be a more appropriate meas 
ure than permitting an immediate depreciation in the exchange rate of the dollar. 
This provision is not intended, however, to provide authority to alter trends in 
foreign exchange rates.

Subsection (c) sets forth the principle that an import surcharge be applied 
on a most-favored-nation basis, and quotas be applied on a basis which shall 
aim at a distribution of trade approaching that which foreign countries might 
expect in the absence of quotas. However, the President may act inconsistently 
with these principles if necessary to achieve the objectives under this section. In 
determining what action to take, the President must consider the relationship 
of such actions to United States international obligations.
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Subsection (d) provides that actions taken under this balance-of-payments 
provision must be applied uniformly to a broad range of imported products. 
However, the President may exempt certain articles or groups of articles because 
of the needs of the United States economy relating to such factors as the un 
availability of domestic supply at reasonable prices and the necessary importa 
tion of raw materials. This authority would permit the nonapplication of an 
import surcharge to duty-free imports, for example. The authority to implement 
import restricting measures or to exempt particular products from such measures 
cannot he used for the purpose of protecting individual domestic industries from 
import competition.

Subsection (e) provides that if the President exercises his authority to impose 
quotas, imports of the articles cannot be limited to a level less than the quantity 
or value imported during the most recent period which the President determines 
to be representative. Since the quotas are for balance-of-payments purposes and 
not designed to alter trends in the growth of imports of particular products, any 
increase since the end of the representative period in the domestic consumption 
of the articles and of like or similar articles must also be taken into account.
2. Balance-of-Payments Surplus

The criteria for the President determining that a persistent balance-of-pay 
ments surplus exists for purposes of this section are a substantial surplus in 
the balance-of-payments over four consecutive calendar quarters, large increases 
in United States international monetary reserves in excess of needed levels, 
or significant appreciation in the exchange value of the dollar, and the expec 
tation that one or more of these conditions will continue in the absence of 
corrective measures.

As in the case of a balance-of-payments deficit, a substantial surplus will be 
determined on the basis of an average of four consecutive calendar quarters. 
Large increases in monetary reserves will be measured in absolute terms. Sig 
nificant appreciation in the exchange rate of the dollar applies to those situations 
where the exercise of the authority to reduce or suspend tariffs or other import 
restrictions would be preferable to an increase in the value of the dollar which 
might otherwise be required. It would not be used to oppose long term trends in 
foreign exchange markets.

In the case of a persistent balance-of-payments surplus, subsection (a) author 
izes the President to reduce or suspend temporarily tariffs or other import 
restrictions. Subsection (f) stipulates that such actions must be applied on a 
most-favored-nation basis. However, the President shall not apply this authority 
to any product where he determines such action would cause or contribute to 
material injury to domestic firms or workers, impair the national security, 
or be otherwise contrary to the national interest.

SECTION 402. WITHDRAWAL OF CONCESSIONS AND SIMILAR ADJUSTMENTS

The primary purpose of section 402 is to permit the United States to exercise 
fully its rights and obligations under the GATT and other trade agreements, 
and to make the President's domestic authority at least as extensive as his 
authority under trade agreements. This section provides the President authority 
to withdraw, suspend, or terminate concessions pursuant to United States rights 
under trade agreements and, equally important, the authority to maintain trade 
agreement concession rates in the absence of a trade agreement. This authority 
enables the President to exercise the same rights as other countries have with 
respect to trade agreements, thereby providing additional flexibility and leverage 
in international negotiations.
1. Withdrawal, Suspension, or Termination of Concessions

Subsection (a) authorizes the President to give domestic legal effect to the 
withdrawal or suspension of concessions to any foreign country or to the termina 
tion of a trade agreement, in order to exercise United States rights or obligations 
under trade agreements. For this purpose the President may increase duties or 
other import restrictions, impose additional restrictions, or take other actions 
to withdraw, suspend, or terminate, in whole or in part, the application of the 
trade agreement to the extent and for such time as necessary or appropriate. 
These actions may be applied on other than a most-favored-natiou basis only 
to the extent such action is not inconsistent with United States international 
obligations.
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As provided under section (c), however, the President may not increase 
a duty to a rate more than 50 percent ad valorem (or ad valorem equivalent) 
or more than 50 percent above the Column 2 rate, whichever is greater. For 
example, the trade agreement rate of duty currently applied to automobiles is 
3 percent and the Column 2 rate is 10 percent. If the United States withdrew 
its obligations to apply the 3 percent rate, the President could increase the rate 
to any level up to 50 percent ad valorem.

If, for example, the United States withdraws a tariff concession made to a 
particular country under GATT Article XXVIII, the President could effect a
•corresponding increase in a United States rate of duty. This authority might 
also be used in cases where the United States is owed compensatory reductions 
as a result of a foreign country imposing import restrictions on United States 
goods for valid reasons, e.g., balance-of-payments needs (Article XII), to remedy 
domestic injury (Article XIX), or under its renegotiation rights (Article 
XXVIII). If this compensation is not forthcoming or is judged inadequate, the 
President is authorized to increase duties or other import restrictions to restrike 
the balance of concessions.
2. Maintaining Rates After Termination of a Trade Agreement

Subsection (b) provides the President authority to maintain existing levels 
of duties or other import restrictions even after a trade agreement is terminated. 
The issue of maintaining existing rates when a trade agreement is terminated 
became a potential problem, for example, in the case of tariffs on petroleum 
when Venezuela announced its intention to terminate its bilateral trade agree 
ment with the United States. Had this happened, the tariff to be applied arguably 
could have been the much higher, pre-agreement rate. Existing domestic law 
(section 251 of the Trade Expansion Act) would have required this rate to be 
applied on a most-favored-nation basis. In that type of situation, administrative 
control over United States tariff rates could be lost, with foreign actions poten 
tially determining United States rates of duty.

SECTION 403. RENEGOTIATION OF IMPORT DUTIES

The section provides permanent authority to negotiate and implement supple 
mental agreements with foreign countries of a limited scope for the purpose of
•making adjustments to deal with changed circumstances while maintaining
•an overall balance of concessions under existing agreements. The authority per 
mits the President to negotiate agreements of a limited nature even after expira 
tion of his basic negotiating authority provided under section 101.

Subsection (a) provides the President authority to enter into agreements 
"with foreign countries at any time to modify or continue any existing duty, to 
continue existing duty-free or excise treatment, or to impose additional duties. 
This authority could be used to eliminate tariff discrepancies and anomalies that
•exist on certain products with Canada, for example.

Uuder subsection (b) duty reduction or the continuation of duty-free treatment 
under such agreements cannot affect more than two percent of the total value of 
United States imports during the most recent twelve-month period. Moreover, the 
same articles cannot be subjected to a second agreement under this section within 
a five-year period. The subsection envisions the staged implementation of duty 
reductions, for example, over a five-year period, if appropriate.

Subsection (c) limits duty reductions under this authority to a cut of 20 per 
cent from existing duty levels. (Authority for duty reductions granted as com 
pensation for increases in United States import restrictions is contained in
•scetion 404.) Subsection (c) also sets a ceiling on duty increases under this 
authority to not more than 50 percent above the Column 2 rate or 50 percent ad 
valorem, whichever is greater.

SECTION 404. COMPENSATION AUTHORITY

The purpose of this section is to provide the President with permanent author 
ity to compensate foreign countries for increases in United States tariffs or other 
import restrictions, in order to maintain the level of reciprocal and mutually 
advantageous concessions. Domestic authority to reduce duties for purposes 
of compensation under section 201 of the Trade Expansion Act expired on 
June SO, 1967.

Section 404 requires the President to afford an opportunity, to the extent 
required by international obligations, for foreign countries affected by import
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restrictions imposed by the United States to consult with the United States 
with respect to concessions as compensation. This provision confirms the Presi 
dent's existing authority. This section also grants the President discretionary 
authority to enter agreements with such countries to grant new concessions in the 
form of modification or continuation of any duty or continuation of existing 
duty-free or excise treatment to the extent he determines necessary or appro 
priate to maintain a general level of reciprocal and mutually advantageous 
concessions.

Subsection (c) limits duty reductions to not more than 50 percent below the 
existing rate. This limitation does not apply to duties of 5 percent ad valorem 
(or ad valorem equivalent) or below. The President could stage such duty 
reductions if appropriate.

The principal use of this authority Is likely to be in cases where the President 
has provided import relief pursuant to section 203. In such cases, the United 
States is required by GATT Article XIX to consult with foreign countries 
having an interest as exporters of the products concerned. If a satisfactory 
arrangement is not made, i.e., if compensation is not forthcoming, countries 
adversely affected have the right under GATT to restrike the balance of con 
cessions by increasing or imposing equivalent new barriers on United States 
exports. If, on the other hand, the President can offer corresponding or offsetting 
tariff reductions on other articles, the balance of concessions can be restored 
without damaging United States exports.

This authority is also required for actions taken pursuant to section 402, for 
example, if the United States unilaterally withdraws tariff concessions under 
GATT Article XXVIII. The authority could also be used in cases where the 
President has retaliated on a most-favored-nation basis against unfair trade 
practices under section 301 and compensation is owed to those countries which 
have suffered the incidental effects of retaliation aimed at a single country.

This compensation authority may also be used in connection with actions 
taken under section 403 to increase United States tariffs or other restrictions. 
One example, would be where the United States and another country asn-eed 
that some United States tariffs would be lowered and others raised (as part of 
a package in which that country makes reciprocal concessions or rate increases), 
third countries adversely affected by the duty increases would have a right to 
demand compensation and, in lieu thereof, to retaliate against United States 
exports.

SECTION 405. AUTHORITY TO SUSPEND IMPORT BARRIERS TO RESTRAIN INFLATION

Section 405 provides the President authority to temporarily reduce import 
barriers as a means to restrain inflation.
1. President's Authority

Subsection (a) authorizes the President, during a period of sustained or rapid 
price increases, to reduce or suspend duties and increase the level of imports 
which may enter under other import restrictions on any article or group of 
articles on a temporary basis, if he determines that supplies of such articles are 
inadequate to meet domestic demand at reasonable prices. There is no limitation 
on the amount of the decrease in duty or increase in quota levels which the 
President may authorize. Subsection (c) provides that the President may modify 
or terminate, in whole or in part, any action taken under subsection (a), to the 
extent consistent with the purposes and limitations of this section.

Subsection (d) requires the President within 30 days after the taking of any 
action under this section to notify both Houses of Congress of the nature and 
reason for such action.
2. Limitations on Authority

Subsection (b) stipulates that the President shall not exercise the authority 
under subsection (a) with respect to an article if, in his judgment, such action 
would cause or contribute to material injury to firms or workers in any domestic 
industry, impair the national security, or otherwise be contrary to the national 
interest.

Subsection (b) further provides that actions taken under subsection (a) shall 
not affect more than 30 percent of the estimated total value of United States 
imports of all articles during the time the actions are in effect. Subsecion (e) 
limits the duration of any action taken under this section to one year, unless a 
longer period is specifically authorized by law.
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SECTION 406. RESERVATION OF ARTICLES FOB NATIONAL SECT3BITT OE OTHEB REASONS

Subsection 406(a) directs the President to exclude any article from any action 
under this Act which would involve the reduction or elimination of any duty or 
other import restriction if he determines such action would threaten to impair 
the national security. This subsection parallels section 232(a) of the Trade Ex 
pansion Act which authorizes the President to exclude for reasons of national 
security any articles from actions taken pursuant to section 201 (a) of the Trade 
Expansion Act or section 350 of the Tariff Act of 1930. Section 232 of the Trade 
Expansion Act is not repealed by this Act.

Subsection (b) requires the President to reserve any article from negotiations 
or actions contemplating the reduction or elimination of a duty or other import 
restriction under Title I or under sections 403, 404, and 405 on which there is in 
effect any import relief measures under section 203 of this Act or section 351 of the 
Trade Expansion Act, or any national security action under section 232 of the 
Trade Expansion Act. This portion of subsection (b) is identical to section 225(a) 
of the Trade Expansion Act, except that the principles apply to actions under 
Title IV as well as to five-year trade agreements authority.

Subsection (b) also permits the President, as under section 225(c) of the Trade 
Expansion Act, to reserve any other article from such negotiations under Title I 
and IV as he determines appropriate. In making such determinations the Presi 
dent shall take into consideration the information and advice provided by the 
Tariff Commission under section lll(b) where available, advice from Depart 
ments under section 112, and the summary of public hearings provided under 
section 113.

SECTION 407. MOST-FAVORED-NATION PRINCIPLE

This section is identical in substance to section 251 of the Trade Expansion Act. 
Except as otherwise provided in this or any other Act, any duty or other import 
restriction or duty-free treatment applied in carrying out any action or trade 
agreement under this or previous Acts shall be applied to direct or indirect im 
ports from all foreign countries. However, certain sections in this Act and prior 
Acts permit deviations from the most-favored-nation principle. For example, cer 
tain nontariff barrier agreements authorized under section 103 could apply only 
to signatories, and generalized tariff preferences granted under Title VI apply 
only to beneficiary developing countries.

SECTION 408. AUTHORITY TO TERMINATE ACTIONS

This section authorizes the President to terminate at any time, in whole or in 
part, any actions taken to implement trade agreements under this or prior Acts. 
This is identical in substance to prior authorities contained in section 255(b) of 
the Trade Expansion Act and section 350(a) (6) of the Tariff Act, which are 
repealed by this Act. These provisions authorize the President to terminate, in 
whole or in part, any proclamation made to carry out a trade agreement under 
those Acts. These termination authorities include the lesser authorities to termi 
nate for a limited period of time, i.e., to suspend and to terminate in part in order 
to restore, in whole or in part, import treatment existing prior to the implementa 
tion of trade agreements.

For example, if trade agreements reduced a tariff rate from the statutory rate 
of 20 percent to 10 percent, the termination or suspension of the lower rate would 
put into effect any rate provided by the President above 10 percent, but not ex 
ceeding 20 percent ad valorem. Similarly, if trade agreements had increased a 
rate, the suspension would result in a new rate being established by the President 
which would not be lower than a rate previously in effect.

SECTION 409. PERIOD OF TRADE AGREEMENTS

This section is identical in substance to section 255 (a) of the Trade Expansion 
Act. It provides that every trade agreement entered into under Title I and IV 
shall be subject to termination or withdrawal, upon due notice, at the end of a 
period specified in the agreement. This period cannot be more than three years 
from the date on which the agreement becomes effective for the United States. 
If the agreement is not terminated or withdrawn from at the end of the specified 
period., it shall be subject to termination or withdrawal thereafter upon not more 
than six months' notice.
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SECTION 410. PUBLIC HEARINGS IN CONNECTION WITH AGREEMENTS UNDEB TITLE 17

Section 410 requires the President to provide for a public hearing prior to the 
conclusion of any agreement or modification of any duty or other import restric 
tion under section 403 (Renegotiation of Import Restrictions) or section 404 
(Compensation Authority). Public hearings shall also be held after the President 
takes any action under section 402 (Withdrawal of Concessions and Similar 
Adjustments) or section 408 (Authority to Termination Actions) if requested 
within 90 days after the action.

Section 113 provides for public hearings in connection with trade agreements 
under Title I of this Act.

SECTION 411. AUTHORIZATION FOE GATT APPROPRIATIONS

Section 411 authorizes annual appropriations to finance the United States con 
tribution to the budget of the GATT. This contribution is presently financed from 
the appropriation made to the Department of State entitled "International Con 
ferences and Contingencies."

TITLE V—TRADE RELATIONS WITH COUNTRIES NOT ENJOYING 
MOST-FAVORBD-NATION TARIFF TREATMENT

The purpose of this title is to authorize the President to enter into bilateral 
commercial arrangements to extend most-favored-nation treatment to imports 
from countries which are currently subject to Column 2 rates of duty. The Presi 
dent may also extend most-favored-nation treatment to countries which become 
a party to a multilateral agreement to which the United States is also a party, 
for example, the GATT.

The bilateral agreements must be limited to an initial period of not more than 
three years, and may be renewable for additional periods, each not to exceed three 
years. The President may at any time suspend or withdraw, in whole or in part, 
the application of most-favored-nation treatment. This title also contains a pro 
vision designed to protect domestic industries from market disruption caused 
by Increased imports from a country which receives most-favored-nation treat 
ment under this title. The President may apply import relief measures out 
lined in section 203 to the imports from the country causing inury without taking 
action on imports from other countries.

In addition, section 706 of this Act repeals the embargo contained in the Trade 
Agreements Extension Act of 1951 on seven furs and skins the product of the 
Soviet Union or the People's Republic of China. The Johnson Debt Default Act, 
which is described under section 507, is also repealed.

SECTION 501. EXCEPTION OF THE PRODUCTS OF CERTAIN COUNTRIES OB AREAS

This section replaces section 231 of the Trade Expansion Act. Subsection (a) 
stipulates that except as otherwise provided in this title, the President shall con 
tinue to deny most-favored-nation treatment to products imported from any coun 
try or area which are subject to Column 2 rates on duty on the date of enactment 
of this Act. Headnote 3(e), in conformity with section 231 of the Trade Expan 
sion Act, lists the countries to which Column 2 rather than most-favored-nation 
rates of duty apply.1 Subsection (b) authorizes the President to withdraw most- 
favored-nation treatment from any country when he deems it necessary for 
national security reasons.

SECTION 502. AUTHORITY TO ENTER INTO COMMERCIAL AGREEMENTS

Subsection (a) authorizes the President to enter into bilateral commercial 
agreements which would provide most-favored-nation treatment to imports from 
countries which currently receive Column 2 rates of duty, provided such agree 
ments will promote the purposes of this Act and are in the national interest. This 
provision also applies to agreements which have already been entered into, such 
as the agreement with the Soviet Union signed in October 1972.

1 Albania. Bulsarln, the People's Republic of China. Cuba. Czechoslovakia, jjast Ger many, Estonia. Hungary, Indochina (any part of Cambodia, Laos, or Vietnam an <ier Com munist control or domination). North Vietnam. Kurlle Islands. Latvia, Llthu^njaj Outer Mongolia, Rumania, Southern Sakhalin, Tanne Tuva Tibet, and the DSSR.
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As provided under subsection (c), the President is authorized to implement a 

bilateral commercial agreement, or an order referred to in section 504(a) only if the majority of the authorized membership of neither House of Congress adopts a resolution stating its disapproval of the agreement within 90 days after the 
President delivers a copy of the agreement or order to the Congress.Subsection (b) enumerates three provisions which the President is required to include in a bilateral commercial agreement under this title. A bilateral agree 
ment must be limited to an initial period of not more than three years. It must also be subject to suspension or termination at any time for national security 
reasons, or not limit the right to take actions to protect security interests. An 
agreement must also provide for consultations to review the operation of the 
agreement and other relevant matters.

The agreemment may be renewed for additional periods, each not to exceed 
three years, if there has been a satisfactory balance of trade concessions main 
tained, and if the President determines that any actual or foreseeable trade agreement concessions by the United States resulting from multilateral ne 
gotiations are satisfactorily reciprocated by the other party to the agreement.

SECTION 503. ADDITIONAL PROVISIONS

This section lists five provisions which might be included in a bilateral com 
mercial agreement under this title. The list is illustrative, however, and does not inhibit the President's discretion to include these or any other commercial ar 
rangements. However, the provisions shall not be deemed to affect existing do mestic legislation. Inclusion of a provision listed in this section does not con 
stitute separate domestic authority for any action. Although most of these pro 
visions are contained in the trade agreement with the Soviet Union, they would not necessarily be included in agreements negotiated with other countries.

The bilateral agreements may include arrangements to safeguard against domestic market disruption, to protect United States industrial rights and proc esses, trademarks, and copyrights, and to settle commercial disputes, such as the provision in the agreement with the Soviet Union for third country arbitration. 
The agreements may also provide arrangements to promote trade, for example, 
by establishing trade and tourist promotion offices, the sending of trade mis sions, and facilitating activities of commercial representatives.

SECTION 504. EXTENSION OF MOST-FAVORED-NATION TREATMENT

Subsection (a) authorizes the President to extend most-favored-nation treat 
ment to imports from any country which has entered into a bilateral commer cial agreememnt which has entered into force under section 502. The President, may also issue an order extending most-favored-nation treatment to a country 
which has become a party to an appropriate multilateral trade agreement to which the United States is also a party, such as the GATT, subject to the Con gressional veto procedure under section 502(c). The application of most-favored- 
nation treatment shall be limited, however, to the duration of the bilateral agree ment or to the period both countries are a party to a multilateral agreement.

Subsection (b) authorizes the President at any time to suspend or withdraw the application of most-favored-nation treatmment extended under subsection 
(a), thereby restoring the applicable Column 2 rate of duty on all products im ported from the country.

SECTION 505. MARKET DISRUPTION

The purpose of this section is to provide more easily satisfied criteria for de termining whether injury to a domestic industry has occurred due to imports from countries which are granted most-favored-nation treatment under this title.
The section provides for a Tariff Commission investigation when a petition is filed or otherwise initiated under section 201 with respect to imports from coun tries which receive most-favored-nation treatment under this title. The Tariff 

Commission shall determine whether imports of the article from the country receiving most-favored-nation treatment are causing or are likely to cause mate 
rial injury to a domestic industry producing like or directly competitive articles, and whether market disruption as defined in section 201 (f) (3) exists with respect ro these imports.
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An affirmative finding by the Tariff Commission be treated as an affirma 

tive determination under section 201 (b) for purposes of providing import relief 
under section 203. However, the President may adjust by means of tariff in 
creases or quotas the imports fiom the country in question without taking action 
on imports from other sources.

SECTION 506. EFFECTS ON OTHER LAWS

This section requires that the provisions and actions taken under this title 
be reflected periodically in general headnote 3(e) to the Tariff Schedules of the 
United States.

It should be noted that section 706 repeals the prohibition against imports of 
seven furs and skins which are products of the Soviet Union or the People's 
Republic of China. Section 706 also repeals the Johnson Act which prohibits indi 
viduals, private corporations, associations, or partnerships from extending loans 
or purchasing or selling securities to foreign countries which are in default in 
the payment of their obligations to the United States. Congress amended the Act 
in 1945 to exempt from its provisions any nation which is a member of the "World 
Bank" and the International Monetary Fund. In practice the Johnson Act applies 
to the Soviet Union and all East European countries except Yugoslavia and 
Romania, which are members of the IMF and the World Bank, and Albania and 
Bulgaria, which are not considered to be in default of their obligations under 
the Act.

TITLE VI—GENERALIZED SYSTEM OF PREFERENCES
Title VI provides authority to the President for ten years to extend generalized 

tariff preferences to imports from developing countries. The basic authority pro 
vides for duty-free treatment on articles determined eligible from beneficiary 
developing countries. Preferential treatment will not apply to imports of an arti 
cle from a particular developing country if that country supplies 50 percent of 
the total value of United States imports or $25 million of the article to the United 
States during a representative period, unless the President determines that non- 
application of preferential treatment would not be in the national interest.

The authority applies specifically to semi-manufactures or manufactures but 
selected other products may also receive preferential treatment. Articles will be 
determined eligible under the procedures applicable to the negotiation of a tariff 
concession, including public hearings and a Tariff Commission investigation to 
determine the anticipated impact on domestic producers. Preferences cannot be 
granted on articles which are or subsequently become subject to import relief 
measures or national security actions.

The President may modify, withdrawn, suspend or limit preferential treatment 
at any time on any article or to any country, but lie cannot establish an inter 
mediate preferential duty between zero and the most-favored-nation rate. With 
respect to affirmative Tariff Commission findings of import injury on eligible 
articles, the President may terminate the preferential treatment without raising 
the most-favored-nation rate.

Preferences cannot be granted to countries which do not receive most-favored- 
nation treatment, or to any country which grants preferences to other developed 
countries ("reverse" preferences) unless the country provides satisfactory assur 
ances that it will eliminate such preferences before January 1, 1976. The Presi 
dent is required to suspend or withdraw preferences from countries which fail to 
terminate reverse preferences by this date and from countries which cease to 
receive most-favored-nation treatment. .

SECTION 601. PURPOSES

Section 601 sets forth the purpose of this title, namely to promote the United 
States national interest by enabling the United States to participate with other 
developed countries in granting generalized tariff preferences on imports from 
developing countries. Tariff preferences would apply mainly to imports of semi 
manufactured and manufactured products from developing countries. The purpose 
of the generalized system of tariff preferences is to encourage the economic 
development of developing countries through increased access to the markets of 
developed countries.
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SECTION 602. AUTHORITY TO EXTEND PREFERENCES

This section authorizes the President to provide duty-free treatment for any eligible article designated under section 603 imported from any developing coun try which qualifies as a beneficiary under section 604. This authority constitutes a specific exception to the most-favored-nation principle under section 407 of this Act.
In addition to the restrictions imposed by sections 603 and 604, the President is required before taking such action to have due regard for the purpose of this title outlined in section 601, the anticipated impact of tariff preferences on domestic producers of competitive products, and the extent to which other major developed countries are making a comparable effort to assist developing coun tries through generalized tariff preferences.
The granting of generalized non-discriminatory preferential treatment by de veloped countries to exports of developing countries is authorized under the GATT in the form of a waiver of the most-favored-nation provision in Article I, under the terms of Article XXV. The waiver recognizes that generalized prefer ences do not constitute and impediment to most-favored-nation tariff reductions, and notes the view of developed countries that generalized preferences are tem porary in nature and do not constitute a binding commitment. The waiver includes arrangements for the notification and review of any generalized tariff preference schemes and consultation procedures if such preferences appear unduly to impair trade benefits under the GATT to any member.

SECTION 603. ELIGIBLE ARTICLES

Section 603 outlines the procedures and criteria for determining products which may be eligible for duty-free preferential treatment under this title.Subsection (a) requires that, prior to granting duty-free treatment under section 602 on any article, the President must publish and furnish to the Tariff Commission a list of articles which may be designated eligible articles for this purpose. The procedures specified in sections 111 through 114 must be followed prior to granting preferential treatment, including a Tariff Commission in vestigation to determine the anticipated effect on domestic industry, and public hearings. The list of articles under consideration for eligibility may be revised from time to time. It should be noted that the title itself does not contain a list of excepted articles or other restrictions on the application of preferences to specific articles, except as provided under subsection (c).
Subsection (b) requires that eligible articles be imported directly from a bene ficiary developing country in order to qualify for duty-free entry. In addition, the sum of the cost or value of materials produced in a beneficiary developing country plus the direct costs of processing operations performed in a beneficiary developing country shall equal or exceed the percentage of the appraised value of the article at the time of its entry into the United States which the Secretary of the Treasury prescribes by regulation. The percentage shall be uniform for all products and all countries. The Secretary will also determine what consti tutes "direct costs" of processing operations performed in a beneficiary devel oping country, including the treatment of executive compensation, and will establish regulations governing direct importation.
Subsection (c) prohibits the President from designating as eligible any article which is subject to any import relief measures under other Acts or section 203 of this Act, or which is subject to national security action under section 232 of the Trade Expansion Act. It further provides for the automatic withdrawal of pref erential treatment on any article which subsequently becomes subject to import relief or national security actions under this or other Acts. The President may redesignate articles as eligible when such actions cease to apply.Subsection (d) authorizes the President, in acting on an affirmative finding from the Tariff Commission of injury on an eligible article under section 201, to termin.ate the preference (restore the most-favored-nation rate of duty) to beneficiary developing countries, in lieu of any change in the most-favored-nation rate applied to non-beneficiary countries or any other import relief action per mitted under section 203 in response to such a finding.
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SECTION 604, BENEFICIARY DEVELOPING COUNTRY

This section outlines criteria for determining which developing countries may 
be beneficiaries of duty-free preferential treatment on eligible articles.

Subsection (a) permits the President to designate any country a beneficiary 
developing country, except countries which are specifically ineligible under subsec 
tion (b). The President must take into account five considerations in making the 
designation : (1) the purpose of the title outlined in section 601; (2) whether the 
country has indicated its desire to be designated a beneficiary; (3) the level of 
economic development of the country ; (4) whether other major developed coun 
tries are extending generalized tariff preferences to the country; and (5) whether 
the country has expropriated the property of United States nationals in violation 
of international law. No one of these considerations is individually controlling on 
the President.

Subsection (b) stipulates that no country which is not receiving most-favored- 
nation treatment can be designated a beneficiary of preferential treatment. It fur 
ther provides that no country which grants tariff preferences on products of other 
developed countries may receive preferences unless the country provides satisfac 
tory assurance to the President that it will eliminate these "reverse" preferences 
before January 1,1976.

SECTION 605. LIMITATIONS ON PREFERENTIAL TREATMENT

Subsection (a) provides the President authority to modify, withdraw, suspend, 
or limit at any time the application of preferential treatment on any product or 
with respect to any country. In taking such' action, the President shall consider 
the factors outlined in section 602 and the criteria for designating beneficiary 
countries in section 604(a). The President cannot, however, establish an inter 
mediate preferential rate of duty (between zero and the most-favored-nation 
rate) on any article.

Subsection (b) requires the President to withdraw or suspend preferential 
treatment from any country which ceases to receive most-favored-nation treat 
ment, and from any country which has not or will not eliminate preferences 
granted to other developed countries before January 1, 1976.

Subsection (c) provides that duty-free preferential treatment shall not apply, 
to a particular article from a particular beneficiary developing country if that 
country has supplied 50 percent of the total value or over $25 million of United 
States imports of the article on an annual basis over a representative period. 
The President is not required to withdraw or suspend preferential treatment 
under this subsection, however, if he determines such action would not be in the 
national interest. The specific criteria in this "competitive need" formula repre 
sent a maximum cutoff point which does not preclude the President from with 
drawing or suspending preferential treatment in cases where a developing 
country supplies a smaller amount or percentage of United States imports of the 
article. The President may restore preferential treatment at a subsequent date 
under his basic authority to extend preferences provided ini section 602.

This "competitive need" formula is designed to provide an express basis for the 
withdrawal or suspension of preferential treatment in those cases where it can 
no longer be justified on grounds of promoting the development of an industry 
in a particular developing country. This authority also enables the President to 
withhold the initial granting of preferential treatment to a particular developing 
country which has already demonstrated its competitiveness in a particular ar 
ticle. It is not intended that this authority be used as an additional import relief 
measure for individual domestic industries.

Subsection (d) provides that tariff preferences granted under this title will 
not affect, duties on coffee imported into Puerto Rico imposed by the legislature of 
Puerto Rico under the authority of the Tariff Act of 1930, as amended.

SECTION 606. DEFINITIONS

For the purposes of this title, "country" is defined to include dependent terri 
tories, areas (regions of countries not designated as such for purposes of the 
title), and associations of countries. It also includes an insular possession or 
trust territory of the United States. The President will determine which coun 
tries will be treated as "developed countries," taking into account th^ir per capita
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gross national product, living standards, and other appropriate economic factors. 
"Major developed countries" are defined as OECD member countries which ac 
count for a significant percentage of world trade.

SECTION COT. EFFECTIVE PERIOD OF PEEFEBENCES

Preferential treatment granted under this title must be terminated after ten 
jears or after December 31, 1984, which ever is earlier, unless an extension is
authorized by Congress.

TITLE VII—GENERAL PROVISIONS
SECTION 701. AUTHORITIES

Although the President has general authority to delegate functions under 
section 301 of Title 3, United States Code, subsection (a) makes clear the full 
power of the President to delegate his authority under this Act to the heads of 
appropriate agencies.

Subsection (b) is identical to section 401 of the Trade Expansion Act, except 
that it omits the reference to rates of compensation for expenses incurred by 
individuals. It provides authority to the head of any government agency to 
delegate any of his functions under this Act to the head of any other agency ; to 
prescribe rules and regulations, and to procure temporary or intermittent services 
of experts, consultants, or organizations to the extent necessary to perform func 
tions under this Act, subject to certain standard conditions.

SECTION 702. EEPOBTS

This section revises section 402 of the Trade Expansion Act to correspond to 
the changes made in this Act.

Subsection (a) provides for an annual report to the Congress by the President 
on the trade agreements program and on import relief and adjustment assistance 
to workers. The report shall include, for example, information relating to new 
trade negotiations and changes made in duties, nontariff barriers, and other 
distortions of trade; extension or withdrawal of most-favored-nation treatment; 
actions with respect to generalized tariff preferences on imports from developing 
countries; and measures taken to obtain the removal of foreign trade restrictions 
on United States exports, and their results.

Subsection (b) provides for a factual report by the Tariff Commission to the 
Congress on the operation of the trade agreements program at least once a year.

SECTION 703. TARIFF COMMISSION

This section is identical to section 403 of the Trade Expansion Act.
Subsection (a) provides that the Tariff Commission may conduct preliminary 

investigations, determine the scope and manner of its proceedings, and consolidate 
its proceedings.

Subsection (b) provides that, in performing functions under this Act, the Tariff 
Commission may exercise any authority granted to it under any other Act.

Subsection (c) provides that the Tariff Commission shall keep informed at 
all times concerning the operation and effect of provisions relating to duties or 
other import restrictions of the United States contained in trade agreements.

SECTION 704, SEPARABILITY

Section 704 is identical to section 404 of the Trade Expansion Act.
It is a standard separability provision designed to insure that the invalidity 

of any one provision of this Act will not affect the validity of the remainder of 
the Act.

SECTION 705. DEFINITIONS

This section defines a number of terms used in this Act and is identical in 
substance with section 405 and paragraphs (6) and (7) of section 256 of the 
Trade Expansion Act.
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Paragraph (1) provides that the term "agency" includes any United States 
agency, department, board, instrumentality, commission, or establishment, or 
any corporation wholly or partly owned by the United States.

Paragraph (2) defines the term "duty" to include the rate and form of any 
import duty, including tariff rates quotas. Where the modification of a rate of 
duty requires the subdivision of an existing classification, such subdivision is to 
be regarded as part of the act of modification.

Paragraph (3) defines the term "other import Restriction" to include a limita 
tion, prohibition, charge, or exaction other than a duty, imposed on importation 
or imposed for the regulation of imports.

Paragraph (4) provides that the term "firm" includes virtually any kind of 
legal entity, such as individual proprietorships, partnerships, and joint ventures. 
This definition is concerned with the legal form of "firm" and does not relate to 
the kind of activity in which the firm may be engaged.

Paragraph (5), which is based on section 405(4) of the Trade Expansion Act, 
defines the phrase "directly competitive with," for purposes of articles which 
are subject to a petition for import relief or adjustment assistance. The definition 
encompasses articles competitive at an earlier or later stage of processing as 
well as like articles in the same stage of processing. An unprocessed article will 
be regarded as an article at an earlier stage of processing. The term "earlier or 
later stage of processing" contemplates that the article will remain substantially 
the same during various stages of processing and not be wholly transformed into 
a different article.

Paragraph (6) provides that a product of a country or area is an article 
which is the growth, produce, or manufacture of such country.

Paragraph (7) makes clear that the term "modification," as applied to any 
duty or other import restriction, includes its elimination.

Paragraph (8) defines the term "existing" without the specification of any 
date, when used with respect to matters relating to entering into or carrying ont 
trade agreements or other actions authorized by this Act, as existing on the day 
on which such trade agreement is entered into or such action is taken. When 
referring to a rate of duty, the term refers to the noripreferential rate of duty 
(however established, and even though temporarily suspended by Act of Congress 
or otherwise) existing in Column 1 of the Tariff Schedules of the United States 
on such day.

Paragraph (9) defines the term "ad valorem equivalent" as meaning the ad 
valorem equivalent of a specific rate, or the ad valorem equivalent of the specific 
rate plus the ad valorem rate in the case of combined rates. The ad valorem 
equivalent will be determined by the President on the basis of the value of 
imports of the article during a representative period. In determining the value 
of imports, the President shall utilize the standards of valuation under sections 
402 and 402a of the Tariff Act of 1930 applicable to the article during the 
representative period.

SECTION 706. RELATION TO OTHER LAWS

Subsection (a) amends the second and third sentences of section 2(a) of the 
Act to amend the Tariff Act of 1930 (the 1934 trade agreements legislation) to 
continue in effect the relation of trade agreements to section 336 of the Tariff 
Act of 1930 (equalization of costs of production) and to the third paragraph 
of section 311 of that Act (relating to flour manufactured from imported wheat 
in a bonded manufacturing warehouse).

Subsection (b) is designed to insure the uninterrupted operation under section 
501 (a) of this Act of any action taken by the President under section 231 of 
the Trade Expansion Act.

Subsection (c) amends section 242 of the Trade Expansion Act (Interagency 
Trade Organization) by changing the references to various sections of that Act 
to the corresponding sections of this Act.

The following sections of the Trade Expansion Act are repealed by sub 
section (d) :

Section 202 (Low-Rate Articles), which is no longer necessary;
Sections 211, 212, and 213 (Special Provisions Concerning the European 

Economic Community) which are no longer necessary;
Sections 221, 222, 223, and 224 (Requirements Concerning Negotiations) which 

are replaced by chapter 2 of title I of this Act;
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Section 225 (Reservation of Articles from Negotiations), which has been 
replaced by section 406 of this Act;

Section 226 (Transmission of Agreements to Congress), which has been 
replaced by section 122 of this Act; .

Section 231 (Products of Communist Countries or Areas), which has been 
replaced by section 501 of this Act;

Section 252 (Foreign Import Restrictions), which has been replaced by section 
301 of this Act;

Section 253 (Staging Requirements), which has been replaced by section 10 J 
of this Act; _ ,

Section 254 (Rounding Authority), which has been replaced by section 102(c) 
of this Act;

Section 255 (Termination), which has been replaced by sections 408 and 409 
of this Act;

Section 256(1), (2), and (3) (Definitions), which have been eliminated as 
being unnecessary;

Sections 301 and 302 (Tariff Commission Investigations and Reports and 
Presidential Action Thereafter), which have been replaced by sections 201 and 
202 of this Act;

Sections 311 through 338 (Adjustment Assistance for Firms and Workers), 
which have been replaced by sections 221 through 245 of this Act with respect 
to workers;

Section 361 (Adjustment Assistant Advisory Board) which has been elimi 
nated as being unnecessary;

Section 401 (Authorities) which has been replaced by section 701 of this Act;
Section 402 (Reports) which has been replaced by section 702 of this Act:
Section 403 (Tariff Commission) which has been replaced by section 703 

of this Act;
Section 404 (Separability) which has been replaced by section 704 of this Act:
Section 405(1), (3), (4), and (5) (Definitions) which have been eliminated 

as being unnecessary. ^
Subsection (e) insures that references mother laws (except the Trade Ex 

pansion Act of 1982 and the Trade Agreements Extension Act of 1951) to section 
350 of the Tariff Act of 1930 and to agreements and proclamations thereunder, 
will also refer to this Act, unless clearly precluded by the context.

Subsection (f) repeals the prohibition against imports of seven furs and skins, 
the products of the Soviet Union or the People's Republic of China.

Subsection (g) repeals the Johnson Debt Default Act which prohibits private 
persons from making loans to countries which are in default in the payment of 
their obligations to the United States.

Subsection (h) repeals section 350(a) (6) of the Tariff Act of 1930, the 
termination provision, replaced by section 408 of this Act.

SECTION 707. CONSEQUENTIAL CHANGES IN THE TARIFF SCHEDULES

This section expressly recognizes the desirability of embodying in the Tariff 
Schedules of the United States the substance of relevant provisions of this Act 
and of other Acts affecting import treatment and actions taken thereunder go 
that the Tariff Schedules will reflect and be consistent with current law and 
actions thereunder. For example, the provision could be made for the inclusion 
of new parts to the Appendix to the Tariff Schedules to embody temporary duty 
modifications or increases resulting from actions taken under section 405 (sus 
pension of import barriers to restrain inflation) or section 401 (balance of pay 
ments authority), as well as for reflection of the tariff preferences for developing 
countries.

SECTION 708. SIMPLIFICATION AND MODIFICATION OF THE TARIFF SCHEDULES

This section provides the President limited authority to modify or amend the 
Tariff Schedules of the United States, upon recommendations of the Tariff 
Commission, for the purpose of simplifying or clarifying the Tariff Schedules.

Modifications or amendments may include the establishment of new classifica 
tions, the abolition of existing classifications, or the transfer of particular arti 
cles from one classification to another. No such action, however, may result in 
any modification of any rate of duty or other import restriction by more than one 
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percent ad valorem (or ad valorem equivalent) unless annual imports of the 
article involved did not exceed $10,000 in each of the immediately preceding ten 
years. 1 . . •

The President may put into effect such limited tariff modifications even in the 
absence of a reclassification if he determines that such action will contribute to 
the simplification or clarification of the Tariff Schedules. However, this authority 
cannot be used to adopt a revised tariff nomenclature in place of the Tariff 
Schedules.

Before making recommendations to the President the Tariff Commission shall 
publish in the Federal Register a notice of any proposed modification of the 
Tariff Schedules and shall provide an opportunity for interested parties to 
present their views to the Commission.

The Tariff Commission shall keep the effect of modifications under observation 
for a period of five years. The Commission shall report to the President any 
substantial increase in the imports of such articles. If the President determines 
that his action resulted in a substantial increase in imports which has resulted 
or is likely to result in injury to the domestic industry producing a like or 
directly competitive article, he shall terminate the modification of the duty or 
other import restriction. The President may also at any time terminate, in whole 
or in part, any action taken under this section.

The CHAIRMAN. The balance of this week will be devoted to receiv 
ing testimony from several administration spokesmen who have been 
scheduled.

Today we will receive testimony from the Honorable George P. 
Shultz, Secretary of the Treasury; the Honorable William P. Rogers, 
Secretary of State, and the Honorable Peter M. Flanigan, Executive 
Director, Council on International Economic Policy.

The three of you would like to make your statements without being 
interrupted by questions, and then at the conclusion of the three 
statements the committee would be free to ask questions; is that 
correct ?

STATEMENTS OP HON. GEORGE P. SHULTZ, SECRETARY OP THE 
TREASURY, ACCOMPANIED BY HON. FREDERIC W. HICKMAN, 
ASSISTANT SECRETARY FOR TAX POLICY; HON. WILLIAM P. 
ROGERS, SECRETARY OP STATE; AND HON. PETER M. FLANIGAN, 
EXECUTIVE DIRECTOR, COUNCIL ON INTERNATIONAL ECO 
NOMIC POLICY

Secretar}' ROGERS. That is correct. /
The CHAIRMAN. Without objection, we will proceed that way.
Gentlemen, we are very pleased to have you with us. You have been 

before the committee before, and we welcome you back.
I understand that the Secretary of the Treasury will make the open 

ing statement; is that correct ? You are recognized, Mr. Secretary. We 
appreciate having you and the others here.

STATEMENT OF HON. GEORGE P. SHULTZ

Secretary SHTJLTZ. Thank you, Mr. Chairman.
Mr. Chairman and members of the committee: It is a pleasure for 

me to have a chance to appear before you again. I am getting to feel 
very much at home here. We have spent -a great deal of our time 
together, particularly over the last week or so.

The world economy has changed greatly since this committee last 
considered comprehensive foreign trade legislation. This rapid change 
will continue, whether or not we in the United States seek to influence
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its future course. But we must play an active and constructive role in 
influencing the shape of a sensible world economy. Your approval of 
the Trade Reform Act of 1973 can be an initial step toward that end. 

The Trade Reform Act provides the President with the authority 
he needs to negotiate effectively on behalf of American workers, busi 
nessmen, and consumers. It would provide: . .

(a) Authority to change customs duties up or down in the context 
•of negotiated agreements;

(b) A congressional declaration favoring negotiations and agree 
ments on nontariff barriers with an optional procedure for obtaining 
congressional approval of these agreements where appropriate;

(c) Authority to raise or lower import restrictions on a temporary 
basis to help correct deficits or surpluses in our payments position.

These authorities are necessary for meaningful trade negotiations 
and will provide for a more efficient and flexible management of. Amer 
ican trade policy.

The Trade Reform Act and supplementary legislation will provide 
a second set of tools to deal with domestic problems that may arise 
in connection with international trade and to permit our export firms 
to compete equally in international markets:

(a) The Trade Reform Act would introduce a fairer and less strin 
gent test for domestic industry to qualify for temporary import relief 
in order to give it time to adjust to import competition or to avoid 
serious injury.

(b) The act would improve procedures for protecting American 
workers and industry from unfair competition by amending the anti 
dumping and countervailing duty statutes.

(c) It would help, protect the interest of U.S. exporters by revising 
and simplifying the President's authority to raise import barriers 
against countries that unreasonably or unjustifiably restrict our 
exports.

(d) It would permit the temporary reduction of import barriers as 
necessary to combat inflation.

(e) Separate legislation to amend the Export Trade Act will make 
explicit the act's application to our export of services as well as exports 
of goods, and will clarify the exemption of export associations from 
our domestic antitrust laws, while insuring the protection of the pub 
lic interest through clear information, disclosure, and regulatory 
requirements.

(f) Separate legislation will reform the pension and unemployment 
insurance systems to help all workers who lose their jobs, from what 
ever cause.

(g) Finally, the act will permit increased trade with nonmarket 
economies by granting the President authority to extend most-favored- 
nation treatment to these countries and will permit the United States 
to extend preferential duty-free treatment to certain imports from 
developing countries. Secretary Rogers will have more to say on these 
final two points.

THE CHANGED ENVIRONMENT OF INTERNATIONAL TRADE

We consider this legislation at a critical time. We have seen repeated 
aiid widespread monetary disturbances in recent years. Points of strain
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and tension have arisen in trading relationships among nations. These 
problems are part of that process of vast change in. the world economy 
which has taken place since the basic monetary and trading institu 
tions were established at the end of World War II, almost 30 years 
ago. In part, they are the consequences of the success of our postwar 
policies.

Since the end of World War II, the United States has worked to 
create a strong, free economy in a multilateral world with as few 
restrictions as possible on the free flow of trade and capital. We worked 
to create an economic framework in which all countries could grow 
and prosper. We gave of ourselves and of our substance to achieve 
those goals.

This was done for our own sake, as well as in the interest of others. 
We worked from a far-reaching vision of what would serve our own 
economic and security interests. But it was a broad vision conceived 
in the interest of all. (5ur own security and economic well being de 
pended on the ability of others to grow and prosper in freedom.

The world today is different from what it was when American 
planners decided to devote our wealth, influence and energy to the 
achievement of a more secure and more prosperous world. Today, 
economic power is not concentrated in the United States alone, as it 
was 30 years ago. Great centers of wealth have grown up in Europe 
and Japan. The European Community is now the world's largest trad 
ing bloc, with large and persistent trade surpluses. Japan has sustained 
a truly remarka,ble rate of growth, and the size of its trade and balance 
of payments surpluses constitute a major problem in the world econ 
omy. Other countries, including many developing countries, have made 
notable strides forward.

However, along with this diffusion of economic power has gone a 
reluctance to remove restrictions that are contrary to the principles 
of an open world economy. At one time, those restrictions could have 
been considered necessary to support weak economies in the face of 
overwhelming U.S. economic power or as temporary aids to promote 
political objectives such as regional integration. N"o longer is this true.

In this changed world of economic equals, we need to deal with those 
restrictions, and we need new rules to assure equality of responsibility. 
There must be a reformed, international monetary system—one that 
puts equal obligations for adjustment on surplus and deficit countries. 
There must be reform of international trade rules to eliminate grow 
ing discrimination, to assure that market access is not barred by non- 
tariff barriers, and to develop procedures for resolving differences 
without political tension.

This new system will allow our industries, workers, and farmers to 
compete fairly in international trade and our consumers to benefit 
from the variety of goods the world has to offer. We have much to 
gain from this kind of a new world economic system, and much to 
lose from no system at all. Either we go forward to a new and higher 
level of international cooperation, or I fear we may go backward.

Negotiations are well underway to reform the international mone 
tary system. We need the Trade Reform Act to begin to reform the 
trading system.
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THE NEED FOB TRADE REFORM

The existing system has been unable to deal with a variety of meas 
ures that have made fair competition in world markets much more dif 
ficult. Undervalued exchange rates, quotas, restrictions on agricultural 
trade, preferential trading arrangements, and the proliferation of non- 
tariff barriers have served to hamper our exports, including some that 
we produce far more efficiently than anyone else. These barriers to 
trade exact a high cost for all nations of the world in higher consumer 
prices, inefficient use of resources, and heavy strains on the balance of 
payments.

Our trade position must be improved, and to do this we must secure 
the reduction of foreign barriers to trade in order to gain access to 
foreign markets and permit our goods to compete equally with those 
of other countries. It is in the interest of the United States, even more 
than other countries, to bring about a freer and fairer trading system.

To deal with these problems, we seek to: Free up agricultural trade; 
come to grips with the unreasonable aspects of regionalism; bring 
order to the maze of nontariff barriers preventing the expansion of 
world trade; work out new answers to the problems of buffering our 
industries against injury from sudden surges of imports, and to better 
enable our workers to adjust to changing competitive situations affect 
ing employment.

Other countries have complaints against some of our trade practices. 
To move forward we must be prepared to strike a fair bargain, with 
a fair balancing of the interests involved. The Trade Reform Act will 
make these negotiations both possible and fruitful.

The need is urgent. But there are some things that can be done 
under existing authorities, and we have made a beginning.

The United States has taken several steps to improve its trade posi 
tion and to stimulate reform. In February 1972, the United States and 
the European Community reached an agreement on future trade dis 
cussions. In this understanding, the United States and the Community 
agreed to move rapidly to:

(1) Examine the impact of the enlargement of the Community on 
U.S. exports;

(2) Renegotiate the existing GATT concessions of the new members 
in order to compensate the United States for the loss of these rights 
or for any higher duties that might arise due to the enlargement; and

(3) Enter into multilateral trade negotiations this year.
We anticipate that the extension of the Community to the three new 

member countries—the United Kingdom, Ireland, and Denmark— 
will harm our trade in some products, particularly in agriculture. 
We expect the Community to recognize this damage and to compensate 
us. Negotiations began in Geneva in mid-March. We hope they will 
be concluded before the multilateral trade negotiations begin.

THE LINK BETWEEN TRADE AND MONETARY REFORM

The upcoming trade negotiations are important not only in their 
own right, but also in their implications for the monetary negotia 
tions. We must have coordinated consideration of the two areas if we 
fire to construct a workable economic system.
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The two-stage realinement that was achieved- at the Smithsonian 
Institution in February of 1971 provides exchange rates that lay the 
foundation for restoration of the external strength of the dollar. Over 
all, the major currencies of Europe and Japan have appreciated 
against the dollar by an average of about 25 percent. Japan, the world's 
third largest economy, and Germany, Europe's ranking industrial 
power, both appreciated by about 30 percent to 35 percent against the 
United States. Nevertheless, fundamental reform of the monetary sys 
tem is urgently needed. Considerable progress has already been 
achieved, making it all the more imperative that we achieve rapid 
progress on the trade front as well.

The monetary and trade negotiations must lead to a consistency in 
rules that has been lacking in the past. We need, for example, to reach 
a new consensus on the relationships between nondiscrimination in 
monetary arrangements and most-favored-nation treatment in trade. 
The divergence between rules and practices in these two fields has 
grown unacceptably large. Trade rules cannot be allowed to shield 
large portions of national economies from the impact of balance-of- 
payments adjustment measures. And we need to build trade liberaliza 
tion incentives into balance-of-payments adjustment rules.

To achieve a consistency in the rules in the monetary and trade fields 
does not require that detailed trade and monetary negotiations proceed 
in the same forum. Nor does it require that detailed trade negotiations 
wait on monetary reform, or vice-versa. But it does require a coordi 
nated consideration of the rules in the two areas.

The Trade Reform Act will further this coordination in several 
ways. The act will provide the President with special balance-of-pay 
ments authority to increase or reduce trade barriers. The art would 
specifically authorize the President to employ an import surcharge for 
the purpose of protecting our balance of payments and authorize him 
to reduce tariffs as one possible adjustment measure if we were to have 
a persistent surplus. This authority could also be used to protect U.S. 
interests vis-a-vis a chronic surplus country which had not taken ef 
fective adjustment measures.

FOREIGN INVESTMENT AND TAXATION

I would like to say a word about investment abroad by U.S. firms 
and the administration's proposals for modification in the tax treat 
ment of foreign source income. The rapid growth of international in 
vestment in recent years—particularly the growth in investment un 
dertaken by multi-national corporations—has been a subject of great 
controversy at home and abroad.

On balance, we believe that this investment has been beneficial to- 
the American economy. Government studies show that it has improved 
the U.S. balance of trade and the overall balance of payments, and has 
meant more jobs for the U.S. economy.

We cannot assume that discouraging foreign investment will pro 
mote investment and prosperity in the United States. On the contrary, 
if investment opportunities exist abroad, foreign firms will take them 
if American firms do not, which will lessen the flow of American-made 
goods into foreign markets.
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The issues in this field are not new. In 1962, the Congress exhaus 
tively reviewed this field and we believe the conclusions which it 
reached are fundamentally sound.

There are, however, three situations in which the existing tax system 
produces artificial distortions and incentives and which we ask that 
you change. The first two proposals relate to tax holidays and runaway 
plants, where we ask that you modify our tax system to neutralize tax 
inducements offered by other countries. The third proposal would 
eliminate the present ability of American firms to offset foreign losses 
against their U.S. income without ever paying U.S. tax on subsequent 
profits.

TAX HOLIDAYS

A number of foreign countries presently attract U.S. investment by 
granting major tax incentives, such as extended tax holidays or cash 
grants that are not included in taxable income. The neutralize such 
practices, the administration is recommending amendment of our tax 
laws so that earnings from new or additional American investments 
which take advantage of those inducements will be taxed to their U.S. 
shareholders as earned, rather than at the time they are remitted to 
these shareholders. Exceptions could be made by treaty.

The shareholders in this case, of course, are generally the U.S. cor 
porations, not the individuals who own stock in the American 
corporation.

RUNAWAY PLANTS

Some American companies occasionally undertake foreign invest 
ments for the purpose of reexporting a substantial share of their pro 
duction to the United States. To prevent income taxes from inducing 
such decisions, the administration recommends that in cases where new 
or additional foreign investment is made by a U.S.-controlled foreign 
corporation in a low-tax country, earnings will also be taxed on a cur 
rent basis if exports to the U.S. market account for more than 25 per 
cent of the corporation's receipts. This rule would only apply when 
the effective rate of tax on the income of the controlled foreign cor 
poration is less than 80 percent of the U.S. tax rate and exceptions 
would be permitted for particular situations if the President deter 
mines that it is in the public interest to do so.

RECOVERY OF FOREIGN LOSSES

The administration also recommends amendment of our tax laws (a) 
to reduce the credit for foreign taxes where foreign taxes are excessive 
because the foreign country has not allowed prior losses to be offset 
against subsequent profits; and (Z>) to recapture benefits of loss deduc 
tions where the legal form or ownership of an enterprise changes in 
such a way that future profits are insulated from losses previously 
taken against U.S. tax.

This provision would also reduce the advantage of drilling for oil 
abroad and increase the relative attractiveness of domestic drilling.

CONCLUSION
We have joined with our major trading partners in a commitment for 

a new round of comprehensive negotiations scheduled to begin this
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autumn. Our negotiators will face a challenge and an opportunity.
The world economy must be fair for all nations. It must permit each 

nation to compete equally without artificial restraints in the interna 
tional market. It must be flexible enough to prevent recurring monetary 
crises that distort trade and capital flows, injure our national econo 
mies, and create political tensions that harm the cause of peace. Such a 
world economy will especially benefit the United States. We wish to 
achieve this objective not through confrontation, but through negotia 
tions in a spirit of cooperation and progress with other trading nations.

We ask Congress to join with us in this effort. We stand ready to 
work out a new, cooperative relationship, and to utilize new institu 
tional procedures to assure that the Congress and the Executive work 
together to achieve our mutual objectives.

We must and we will approach the trade negotiations with a tough 
mind and a clear resolve that American interests will be properly 
looked after.

We believe that the legislative program now before you will give us 
the tools to do the job. I urge its speedy enactment.

Thank you, Mr. Chairman.
[The prepared statement of Secretary Shultz follows:]

STATEMENT OF HON. GEOBGE P. SHULTZ, SECRETARY or THE TREASURY
Mr. Chairman and Members of this distinguished Committee: The world

•economy has changed greatly since this Committee last considered comprehensive 
foreign trade legislation. This rapid change will continue whether or not we in 
the United States seek to influence its future course. But we must play an active 
and constructive role in influencing the shape of a sensible world economy. Tour 
approval of the Trade Reform Act of 1973 can be an initial step toward that 
end.

The Trade Reform Act provides the President with the authority he needs to 
negotiate effectively on behalf of American workers, businessmen, and consumers. 
It would provide:

(a) authority to change customs duties up or down in the context of 
negotiated agreements;

(6) a Congressional declaration favoring negotiations and agreements 
on non-tariff barriers with an optional procedure for obtaining Congressional 
approval of these agreements where appropriate;

(o) authority to raise or lower import restrictions on a temporary basis 
to help correct deficits or surpluses in our payments position.

These authorities are necessary for meaningful trade negotiations and will 
provide for a more efficient and flexible management of American trade policy.

The Trade Reform Act and supplementary legislation will provide a second set 
of tools to deal with domestic problems that may arise in connection with inter 
national trade and to permit our export firms to compete equally in international 
markets:

(a) The Trade Reform Act would introduce a fairer and less stringent test 
for domestic industry to qualify for temporary import relief in order to give it 
time to adjust to import competition or to avoid serious injury.

(Z>) The Act would improve procedures for protecting American workers and 
industry from unfair competition by amending the antidumping and counter 
vailing duty statutes.

(c) It would help protect the interest of U.S. exporters by revising and simpli 
fying the President's authority to raise import barriers against countries that 
unreasonably or unjustifiably restrict our exports.

(A) It would permit the temporary reduction of import barriers as necessary 
to combat inflation.

(e) Separate legislation to amend the Export Trade Act will make explicit the 
Act's application to our export of services as well as exports of goods and will 
clarify the exemption of export associations from our domestic antitrust laws, 
while ensuring the protection of the public interest through clear information,
•disclosure, and regulatory requirements.
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(/) Separate legislation will reform the pension and unemployment insurance 
systems to help all workers who lose their jobs, from whatever cause.

(ff) Finally, the Act will permit increased trade with non-market economies by 
granting the President authority to extend most-favored-nation treatment to 
these countries and will permit the United States to extend preferential duty- 
free treatment to certain imports from developing countries. Secretary Rogers 
will have more to say on these final two points.

THE CHANGED ENVIRONMENT OF INTERNATIONAL TRADE

We consider this legislation at a critical time. We have seen repeated and wide 
spread monetary disturbances in recent years. Points of strain and tension have 
arisen in trading relationships among nations. These problems are part of that 
process of vast change in the world economy which has taken place since the 
basic monetary and trading institutions were established at the end of World 
War II, almost thirty years ago. In part, they are the consequence of the success 
of our postwar policies.

Since the end of World War II, the United States has worked to create a 
strong, free economy in a multilateral world with as few restrictions as possible 
on the free flow of trade and capital. We worked to create an economic framework 
in which all countries could grow and prosper. We gave of ourselves and of our 
substance to achieve those goals.

This was done for our own sake, as well as in the interest of others. We worked 
from a far-reaching vision of what would serve our own economic and security 
interests. But it was a broad vision conceived in the interest of all. Our own 
security and economic well-being depended on the ability of others to grow and 
prosper in freedom.

The world today is different from what it was when American planners decided 
to devote our wealth, influence, and energy to the achievement of a more secure 
and more prosperous world. Today, economic power is not concentrated in the 
United States alone as it was thirty years ago. Great centers of wealth have 
grown up in Europe and Japan. The European Community is now the world's 
largest trading bloc, with large and persistent trade surpluses. Japan has sus 
tained a truly remarkable rate of growth, and the size of its trade and balance 
of payments surpluses constitute a major problem in the world economy. Other 
countries, including many developing countries, have made notable strides 
forward.

However, along with this diffusion of economic power has gone a reluctance to 
remove restrictions that are contrary to the principles of an open world economy. 
At one time those restrictions could have been considered necessary to support 
weak economies in the face of overwhelming U.S. economic power or as temporary 
aids to promote political objectives such as regional integration. No longer is 
this true.

In this changed world of economic equals we need to deal with those restric 
tions, and we need new rules to assure equality of responsibility. There must be 
a reformed international monetary system—one that puts equal obligations for 
adjustment on surplus and deficit countries. There must be reform of interna 
tional trade rules to eliminate growing discrimination, to assure that market 
access is not barred by non-tariff barriers, and to develop procedures for resolv 
ing differences without political tension.

This new system will allow our industries, workers and farmers to compete 
fairly in international trade and our consumers to benefit from the variety of 
goods the world has to offer. We have much to gain from this kind of a new world 
economic system, and much to lose from no system at all. Either we go forward 
to a new and higher level of international cooperation, or I fear we may go 
backward.

Negotiations are well underway to reform the international monetary system. 
We need the Trade Reform Act to begin to reform the trading system.

THE NEED FOB TRADE REFORM

The existing system has been unable to deal with a variety of measures that 
have made fair competition in world markets much more difficult. Undervalued 
exchange rates, quotas, restrictions on agricultural trade, preferential trading 
arrangements, and the proliferation of non-tariff barriers have served to hamper 
our exports, including some that we produce far more efficiently than anyone else.
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These barriers to trade exact a high cost for all nations of the world in higher 
•consumer prices, inefficient use of resources, and heavy strains on the balance of 
payments.

Our trade position must be improved, and to do this we must secure the reduc 
tion of foreign barriers to trade in order to gain access to foreign markets and 
permit our goods to compete equally with those of other countries. It is in the 
interest of the United States, even more than other countries, to bring about a 
freer and fairer trading system.

To deal with these problems we seek to:
—free up agricultural trade;
—come to grips with the unreasonable aspects of regionalism;
—bring order to the maze of non-tariff barriers preventing the expansion of 

world trade;
—work out new answers to the problems of buffering our industries against 

injury from sudden surges of imports, and to better enable our workers to 
adjust to changing competitive situations affecting employment.

Other countries have complaints against some of our trade practices. To move 
forward we must be prepared to strike a fair bargain, with a fair balancing of 
the interests involved. The Trade Reform Act will make these negotiations both 
possible and fruitful.

The need is urgent. But there are some things that can be done under existing 
authorities, and we have made a beginning.

The United States has taken several steps to improve its trade position and to 
stimulate reform. In February 1972 the United States and the European Com 
munity reached an agreement on future trade discussions. In this understanding 
the United States and the Community agreed to move rapidly to:

(1) examine the impact of the enlargement of the Community on U.S. 
exports;

(2) renegotiate the existing GATT concessions of the new members in 
order to compensate the United States for the loss of these rights or for any 
higher duties that might arise due to the enlargement; and

(3) enter into multilateral trade negotiations this year.
We anticipate that the extension of the Community to the three new member 

countries—the United Kingdom, Ireland, and Denmark—will harm our trade in 
some products, particularly in agriculture. We expect the Community to recog 
nize this damage and to compensate us. Negotiations began in Geneva in mid- 
March. We hope they will be concluded before the multilateral trade negotiations 
begin.

THE LINK BETWEEN TKADE AND MONETARY KEFOKM

The upcoming trade negotiations are important not only in their own right but 
also in their implications for the monetary negotiations. We must have coordi 
nated consideration of the two areas if we are to construct a workable economic 
system.

The two-stage realignment that was achieved at the Smithsonian Institution 
in February of this year provides exchange rates that lay the foundation for 
restoration of the external strength of the dollar. Overall, the major currencies 
of Europe and Japan have appreciated against the dollar by an average of about 
25%. Japan, the world's third largest economy, and Germany, Europe's ranking 
industrial power, both appreciated by about 30% to 35% against the United 
States. Nevertheless, fundamental reform of the monetary sytsem is urgently 
needed. Considerable progress has already been achieved, making it all the more 
imperative that we achieve rapid progress on the trade front as well.

The monetary and trade negotiations must lead to a consistency in rules that 
lias been lacking in the past. We need, for example, to reach a new consensus 
on the relationships between nondiscrimination in monetary arrangements and 
most-favored-nation treatment in trade. The divergence between rules and prac 
tices in these two fields has grown unacceptably large. Trade rules cannot be 
allowed to shield large portions of national economies from the impact of balance- 
of-payments adjustment measures. And we need to build trade liberalization 
incentives into balance-of-payments adjustment rules.

To achieve a consistency in the rules in the monetary and trade fields does not 
require that detailed trade and monetary negotiations proceed in the same forum. 
Nor does it require that detailed trade negotiations wait on monetary reform, 
or vice-versa. But it does require a coordinated consideration of the rules in the 
two areas.
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The Trade Reform Act will further this coordination in several ways. The Act 
provide the President with special balance-of-payments authority to increase 

or reduce trade barriers. The Act would specifically authorize the President to 
employ an import surcharge for the purpose of protecting our balance of pay 
ments and authorize him to reduce tariffs as one possible adjustment measure 
if we were to have a persistent surplus. This authority could also be used to 
protect U.S. interests vis-a-vis a chronic surplus country which had not taken 
effective adjustment measures.

FOREIGN INVESTMENT AND TAXATION

I would like to say a word about investment abroad by U.S. firms and the 
Administration's proposals for modification in the tax treatment of foreign 
source income. The rapid growth of international investment in recent years— 
particularly the growth in investment undertaken by multinational corpora 
tions—has been a subject of great controversy at home and abroad.

On balance, we believe that this investment has been beneficial to the American 
economy. Government studies show that it has improved the U.S. balance of 
trade and the overall balance of payments, and has meant more jobs for the 
U.S. economy. We cannot assume that discouraging foreign investment will pro 
mote investment and prosperity in the United States. On the contrary, if invest 
ment opportunities exist abroad, foreign firms will take them if American firms 
<lo not, which will lessen the flow of American-made goods into foreign markets.

Our proposals for taxing foreign source income are shaped against that back 
ground. We believe our tax system should not be used as a club to inhibit foreign 
investment, because we believe that investment to be good on the whole. At the 
same time, we do not believe that our tax system or any other tax system should 
be permitted to induce American business to make foreign investments which 
they would not otherwise make.

Our existing system is designed to permit an American-controlled business 
operating in a foreign country to operate under the same tax rules applicable to 
its foreign competitors in that same country. We believe that is a fundamentally 
sound system and that we should not devise new rules designed to disadvantage 
American business with respect to its foreign competitors.

Our data show that our American enterprises abroad pay substantial foreign 
income taxes. In the vast majority of cases, it is business factors and not income 
tax factors which lead to foreign investment. Income taxes are not the case of 
our trade problem, and income tax changes will not solve that trade problem. For 
these reasons, we conclude that drastic surgery on our tax credit and deferral 
provisions relating to overseas investment is not justified.

The issues in this field are not new. In 1962. the Congress exhaustively reviewed 
this field and we believe the conclusions which it reached are fundamentally 
sound.

There are, however, three situations in which the existing tax system produces 
artificial distortions and incentives and which we ask that you change. The first 
two proposals relate to tax holidays and runaway plants, where we ask that 
you modify our tax system to neutralize tax inducements offered by other coun 
tries. The third proposal would eliminate the present ability of American firms 
to offset foreign losses against their U.S. income without ever paying U.S. tax 
on subsequent profits.
Tax holidays

A number of foreign countries presently attract U.S. investment by granting 
major tax incentives, such as extended tax holidays or cash grants that are not 
included in taxable income. To neutralize such practices, the Administration 
is recommending amendment of our tax laws so that earnings from new or 
additional American investments which take advantage of those inducements 
will be taxed to their U.S. shareholders as earned, rather than at the time they 
are remitted to these shareholders. Exceptions could be made by treaty.
Runaway plants

Some American companies occasionally undertake foreign Investments for 
the purpose of re-exporting a substantial share of their production to the United 
States. To prevent income taxes from inducing such decisions, the Administra 
tion recommends that in cases where new or additional foreign investment is 
made by a U.S.-controlled foreign corporation in a low tax country, earnings will 
also be taxed on a current basis if exports to the U.S. market account for more
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than 25 percent of the corporation's total receipts. This rule would only apply 
when the effective rate of tax on the income of the controlled foreign corporation 
is less than 80 percent of the U.S. tax rate and exceptions would be permitted for 
particular situations if the President determines that it is in the public interest 
to do so.
Recovery of foreign losses

The Administration also recommends amendment of our tax laws (a) to re 
duce the credit for foreign taxes where foreign taxes are excessive because the 
foreign country has not allowed prior losses to be offset against subsequent prof 
its; and (b) to recapture benefits of loss deductions where the legal form of 
ownership of an enterprise changes in such a way that future profits are insu 
lated from losses previously taken against U.S. tax. This provision would also 
reduce the advantage of drilling for oil abroad and increase the relative attrac 
tiveness of domestic drilling.

CONCLUSION

We have joined with our major trading partners in a commitment for a new 
round of comprehensive negotiations scheduled to begin this autumn. Our nego 
tiators will face a challenge and an opportunity.

The world economy must be fair for all nations. It must permit each nation 
to compete equally without artificial restraints in the international market. It 
must be flexible enough to prevent recurring monetary crises that distort trade 
and capital flows, injure our national economies, and create political tensions 
that harm the cause of peace. Such a world economy will especially benefit the 
United States. We wish to achieve this objective not through confrontation, but 
through negotiation in a spirit of cooperation and progress with the other trading 
nations.

We ask Congress to join with us in this effort. We stand ready to work out a 
new cooperative relationship, and to utilize new institutional procedures to as 
sure that the Congress and the Executive work together to achieve our mutual 
objectives.

We must and we will approach the trade negotiations with a tough mind and 
a clear resolve that American interests will be properly looked after.

We believe that the legislative program now before you will give us the tools 
to do the job. I urge its speedy enactment.

The CHAIEMAX. Thank you, Mr. Secretary.
We will hear from the Secretary of State, Mr. Eogers. We are glad 

to have you with us. You are recognized.

STATEMENT OF HON. WILLIAM P. KOGEKS

Secretary KOGERS. Mr. Chairman and members of the committee: 
I appreciate very much this opportunity to appear before the 
committee.

The Trade Reform Act which you are now considering has two essen 
tial purposes: First, to insure the continued prosperity of the Ameri 
can people; and second, to help build a more stable and secure world 
by developing closer economic ties among all nations.

Some seem to believe that these two purposes are mutually incon 
sistent; that we must choose one or the other. We hear it said that 
America's prosperity is threatened by our growing economic ties with 
other nations and by the cost of our involvement in building a more 
secure world.

The bill before you is based upon just the opposite view. We believe 
that our prosperity is increasingly dependent upon closer economic 
ties with other nations. And we believe that the United States can only 
remain completely prosperous in a more secure, interdependent and 
peaceful world.
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By pursuing these objectives, we will create more, rather than less, 
jobs for American workers. And by working to improve relations with 
our adversaries and to share more equally the common burden with 
our allies, we hope to lighten the burden on the American taxpayer of 
our engagement abroad. This will be possible because the nature of 
our economy and our international role are changing.

Following World War II, the United States accepted a major share 
of the responsibility for the economic recovery of our friends and the 
common defense against our adversaries. At that time, we had an 
enormous competitive edge in trade, with one of the world's few sound 
economies, an economy which was very largely self-sufficient.

The situation today, as Secretary Shultz said, is substantially differ 
ent. First, the possibilities of peaceful and mutually beneficial co 
existence with the Communist countries have improved. The old image 
of a bi-polar world, with the free and the Communist worlds confront 
ing each other as antagonists across every froniter, is no longer the 
real situation.

Second, other countries have grown into economic powers somewhat 
more comparable to the United States. The combined gross national 
product of the nine-member European Community was 70 percent 
that of the United States in 1972. Similarly, Japan's output as recently 
as 1967 was one-seventh that of the United States, but in 1972 it was 
one-fourth.

The United States has also grown immensely more prosperous. In 
fact, over the past decade, the absolute growth in our per capita income 
exceeded that of Japan and the other developed countries. But we can 
no longer take for granted our competitive edge in trade. Our busi 
nesses and Government policies must now become more export minded 
to keep pace with the greater import needs of our industries and 
consumers.

To many, these may seem unfortunate developments, but not if they 
are put in the proper perspective. For many decades, our best trading 
partners and our main competitors—Canada, Japan, and Western 
Europe—have been neither economically self-sufficient nor complacent 
about their ability to compete. They have prospered by exporting 
those goods which they produce more efficiently and importing from 
others goods produced more efficiently elsewhere.

Almost without noticing it, we have also begun to benefit from a 
greater involvement in international trade. The proportion of our total 
production sold abroad is steadily increasing. Today about 14 percent 
of our industrial production and 31 percent of our agricultural crops 
are exported, creating millions of jobs and supporting major segments 
of our economy. The increasing significance of imports is evident to 
everyone. Without growing imports of petroleum and raw material 
resources, our economy cannot expand. As consumers, all Americans 
benefit from the savings and variety provided by imports. Increased 
imports dampen rather than increase domestic inflation.

This process of mutual growth and greater interdependence with 
our major allies has brought with it problems as well as benefits.

A monetary and trading system founded on American economic 
predominance obviously requires adjustment in a more balanced and 
integrated world economy. A quarter century of American balance-of- 
payments deficits fueled the world's economic growth. But these defi-
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cits combined with an overly rigid monetary system to finally cause 
heavy demands upon the dollar, erosion of our competitive position, 
and for the first time in this century, a deficit in our trade balance.

As the Secretary of the Treasury has said, we are determined to 
correct this situation. We have already taken dramatic action to re 
value the dollar, making our exports substantially more competitive. 
We are making significant progress toward a more equitable, flexible, 
and stable monetary system.

We have also begun to make progress in trade. Japan, the European 
Community and other industrialized countries have agreed to join us 
in far-reaching multilateral trade negotiations this autumn. Prime 
Minister Tanaka and President Nixon pledged in their communique 
last September to actively support trade negotiations covering both 
industry and agriculture. Prime Minister Tanaka agreed to work vig 
orously for a better equilibrium in the trade balance with the United 
States. And the heads of government of the European Community 
stated last October that they attach major importance to the upcoming 
trade negotiations.

We want to make the next round of trade negotiations as significant 
as the last. Since the Kennedy round concluded in 1967, after reducing 
trade barriers an average of 35 percent, world trade has nearly 
doubled. To defend and further America's economic interests in these 
trade talks, our negotiators must have the same authority as their 
European and Japanese counterparts. This is one of the major reasons 
why trade legislation is required, we believe, at the earliest possible 
date.

Nothing is more important to the overall success of our foreign 
policy than for us to receive a mandate now to further our interna 
tional economic interests, for these economic interests are intimately 
related to our political and security concerns throughout the world.

With our allies in Europe and Japan, economic tensions could de 
velop in a way which could affect the entire fabric of our political and 
defense relationship. Properly managed, economic negotiations should 
lead to a greater willingness and ability of our allies to shoulder a more 
equal share of the common burden. Left to smoulder or fed by a spirit 
of confrontation, these tensions could weaken the alliance, which is 
such an important factor in our national security.

We must not allow this to happen. With American encouragement, 
our allies have begun to shoulder a larger portion of the defense bur 
den. Since 1970, our NATO allies have increased their defense expendi 
tures by 30 percent. They now provide 90 percent of NATO's ground 
forces, 80 percent of its seapower and 75 percent of its air forces. Our 
joint success in moving from confrontation to an era of negotiations 
with our adversaries has allowed the United States to devote a sub 
stantially greater share of its resources to domestic concerns. Since 
1968, we have reduced the portion of our GNP devoted to defense from 
9 percent to about 6 percent.

As we negotiate differences with our allies, we must not forget that 
our economic interests coincide far move than they diverge. All of 
our countries that we deal with, all of our trading partners have prob 
lems adjusting to the growing impact on domestic economies of rapid 
shifts in trade, shifts largely created by greater global economic
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integration. While some have lost faith in our ability to compete, the 
Japanese and Europeans are constantly concerned that the United 
States will flood their markets with our more efficiently produced 
goods.

Thus, we have a common interest in agreeing on the safeguards pro 
posed by this bill, safeguards which would assist workers and indus 
tries to adjust to sudden, massive, or unfair disruption by foreign 
goods. And in other areas of trade as well, we must all devise and 
accept new rules and obligations, for none of us can afford a trade war 
any more than a military conflict.

We should approach the challenges presented by our new economic 
situation with coiifidejice and traditional American enthusiasm for 
competition. Our businessman, workers, and farmers should seize 
the great opportunities which are being opened by revaluation of the 
dollar and the prospect of more equitable trade relations with Japan,, 
Canada, and the European Community.

Mr. Chairman, this bill is equally important for our relations with 
the Communist nations. While extensive East-West economic ties are 
not, by themselves, sufficient to create a more peaceful relationship, 
they are an indispensable ingredient. Without normalizing our eco 
nomic relations, normal political relations are clearly difficult, if not 
impossible. During 1972, we took dramatic initiative toward China 
and the Soviet Union. To build these initiatives into a permanent 
structure of peace, we must now begin to weave a network of mutual 
interests in trade, technology, and resource development.

Hardly anyone questions the political advantages of building closer 
economic ties with the Communist nations, particularly if they are 
built on a reciprocal basis. However, we must keep in mind that our 
economic relations with the non-Communist developed and developing 
nations are much more substantial than our economic ties with the 
Communists. This will remain true for the forseeable future. We have 
a balance of trade surplus with the Communist nations, and expect 
that this will continue indefinitely, easing our overall trade deficit. We 
want to place our businessmen in the same competitive position in these 
growing markets as the Europeans and the Japanese. Today, Western 
Europe has 10 times as much trade with Eastern Europe as we do. 
Japan is in substantially the same position with both the Soviet Union 
and China.

Extension of MEN" status to the Communist nations as proposed 
by this bill, would be a major step toward political and economic 
normalization. It would not grant them exceptionally favorable treat 
ment, for we, as you know, extend MEN status to all of the countries 
with whom we have substantial trade.

Mr. Chairman, I am aware of the continued, active interest by the 
Congress in Soviet emigration practices. I share your deep concern 
about this matter both officially and personally. But I believe the best 
hope for a satisfactory resolution of this issue will come not from the 
confrontation formal legislation would bring about, but from a steady 
improvement in pur overall relations with the Soviet Union.

As these relations have improved in recent years; we have witnessed 
a significant and favorable evolution in Soviet emigration policy. An 
unprecedented 60,000 Soviet Jews have been able to emigrate. I
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might say that in 1970, Mr. Chairman, as I remember it, the total 
emigration from the Soviet Union of Soviet Jews was in the neighbor 
hood of 2,000 or 3,000, something like that, and in 1971 it was increased 
to about 28,000. In 1972 it was about 31,000, and at the present time the 
average monthly level exceeds 2,500.

I know some of you are genuinely apprehensive over the firmness of 
present Soviet emigration policy, particularly, in regard to the deci 
sion to waive totally collection of the education tax. However, as you 
already know, the President has been assured by the Soviet Govern 
ment that the policy on total waivers is to be continued indefinitely. He 
has also been assured that present Soviet emigration policy, which 
has permitted the current level of imigration, will also be continued 
indefinitely. I am not in a position to place into the public record the 
texts of confidential comunications on this subject, but I believe, Mr. 
Chairman and members of the committee, that those assurances are 
firm.

Failure to grant MFN status would seriously jeopardize our rela 
tions with the Soviet Union. I cannot emphasize fchat top much. If we 
expect to have progress in improving our relations with the Soviet 
Union, which I think most people desire, we cannot do it, just cannot 
do it. unless we get MFN treatment.

They say to us that they are not able to make progress in the field 
of trade if they are discriminated against. Therefore, they ask that 
they be treated in the trade field as we treat other nations. I would hope 
very much that the Congress would respond to permit us to develop 
more normal trade relations with the Communist world and permit us, 
based on a proven record in terms of the Soviet Jews, a proven record 
of success in the last 2 years, to handle that in diplomatic channels 
based on the representations that the Soviet Union has made to the 
President of the United States.

Mr. Chairman, I am departing in the next few days on an extensive 
trip through Latin America. I will be taking with me Bill Casey, our 
Under Secretary for Economic Affairs, because I know that economic 
issues are high on the agenda of our neighbors in this Hemisphere. 
In fact, for almost all of the countries in Asia, Africa and Latin Amer 
ica, economic development is the No. 1 priority, and generalized tariff 
preferences, as proposed by this act, have become both symbolically 
and substantively their No. 1 request of the United 'States. This is so 
because these countries no longer want to be dependent upon aid; they 
want to earn the foreign exchange required for development through 
expanded trade.

But why are generalized preferences in the American interest ? They 
are in our interest because most of our increasingly important energy 
and raw material imports, 30 percent of our total trade, and over half 
of our investment income from these developing nations. If we want 
these nations to take into account our interests, not only in. economic 
but in political fields as well, we must take into account their interests. 
Other industrial nations have already extended such preferences. And 
preferences are an important stimulus to steady economic develop 
ment, which will ultimately create markets for us, decrease the military 
and economic assistance burden on the United States and lead to a 
more stable world.
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I might say in that connection, Mr. Chairman, as you know, that we 
have a substantial trade surplus with our Latin American friends, 
which they always point to when they ask for this particular legislative 
help in terms of generalized trade preferences.

In conclusion, Mr. Chairman, let me say that we believe that the 
passage of the Trade Kef orm Act of 1973 will allow us to pursue these 
m n i or obj ecti ves:

We will strengthen the productive and competitive qualities of the 
American economy, increase jobs, raise incomes, and devise safeguards 
to assist workers and industries to adjust to rapid shifts in trade.

We will press the European Community, Canada and Japan to 
assure fairer treatment for our exports.

We will continue our strong offensive to create a more equitable and 
smoothly functioning monetary system.

We will vigorously pursue both trade expansion and trade reform.
We will join with the less-developed nations to accelerate mutually 

beneficial trade.
With the Communist nations, we will construct a network of mutu 

ally advantageous economic ties to strengthen the fabric of peace. We 
want to reduce our mutual expenditures on arms as we increase our 
commitment to trade.

What we are seeking, then, in this bill is an economic policy which 
will accelerate rather than impede recent progress toward a more 
peaceful and prosperous world. I am confident that by working to 
gether, the Congress and this administration can help shape such a 
policy.

Thank you, Mr. Chairman,.
[Secretary Rogers' prepared statement follows:]

STATEMENT OF HON. WILLIAM P. ROGERS, SECRETARY OF STATE
The Trade Reform Act which you are now considering has two essential 

purposes:
First, to ensure the continued prosperity of the American people, and
Second, to help build a more stable and secure world by developing closer 

economic ties among all nations.
Some seem to believe that these two purposes are mutually inconsistent, 

that we must choose one or the other. We hear it said that America's pros 
perity is threatened by our growing economic ties with other nations and by the 
cost of our involvement in building a more secure world.

The bill before you is based upon the opposite view. We believe that our pros 
perity is increasingly dependent upon closer economic ties with other nations. 
And we believe that the United States can only remain prosperous in a more 
secure, interdependent and peaceful world.

Bu pursuing these objectives we will create more rather than less jobs for 
American workers. And by working to improve relations with our adversaries 
and to share more equally the common burden with our allies, we hope to lighten 
the burden on the American taxpayer of our engagement abroad. This will be 
possible because the nature of our economy and of our international role are 
changing.

Following World War II the United States accepted a major share of the 
responsibility for the economic recovery of our friends and the common defense 
against our adversaries. At that time we had an enormous competitive edge in 
trade with one of the world's few sound economies, an economy which was very 
largely self-sufficient.

The situation today is substantially different. First, the possibilities of peaceful 
and mutually beneficial coexistence with the Communist countries have im 
proved. The old image of a bi-polar world, with the free and Communist worlds 
confronting each other as antagonists across every frontier, is no longer real. 
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Second, other countries have grown into economic powers somewhat more com 
parable to the United States. The combined gross national product of the nine- 
member European Community was 70% that of the U.S. in 1972. Similarly 
Japan's output as recently as 1967 was one-seventh that of the US, but in 1972 
it was one-fourth.

The United States has also grown immensely more prosperous. In fact over the 
past decade the absolute growth in our per capita income exceeded that of Japan 
and the other developed countries. But we can no longer take for granted our 
competitive edge in trade. Our businesses and government policies must, now 
become more export-minded to keep pace with the greater import needs of our 
industries and consumers.

To many these may seem unfortunate developments, but not if they are put in 
the proper perspective. For many decades our best trading partners and main 
competitors—Canada, Japan and western Europe—have been neither economi 
cally self-sufficient nor complacent about their ability to compete. They have pros 
pered by exporting those goods which they produce most efficiently and importing 
from others goods produced more efficiently elsewhere.

Almost without noticing it, we have also begun to benefit from a greater in 
volvement in international trade. The proportion of our total production sold 
abroad is steadily increasing. Today about 14% of our industrial production and 
31% of our agricultural crops are exported, creating millions of jobs and sup 
porting major sectors of our economy. The increasing significance of imports is 
evident to everyone. Without growing imports of petroleum and raw material 
resources our economy can not expand. As consumers all Americans benefit from 
the savings and variety provided by imports. Increased imports dampen rather 
than increase domestic inflation.

This process of mutual growth and greater interdependence with our major 
allies has brought with it problems as well as benefits.

A monetary and trading system founded on American economic predominance 
obviously requires adjustment in a more balanced and integrated world economy. 
A quarter century of American balance of payments deficits fueled the world's 
economic growth. But these deficits combined with an overly rigid monetary 
system to finally cause heavy demands upon the dollar, erosion of our competitive 
position and for the first time in this century a deficit in our trade balance.

We are determined to correct this situation. We have already taken dramatic 
action to revalue the dollar, making our exports substantially more competitive. 
We are making significant progress toward a more equitable, flexible and stable 
monetary system.

We have also begun to make progress in trade. Japan, the European Commu 
nity and other industrialized countries have agreed to join with us in far-reaching 
multilateral trade negotiations this September. Prime Minister Tanaka and 
President Nixon pledged in their communique last September to actively support 
trade negotiations covering both industry and agriculture. Prime Minister Tanaka 
agreed to work vigorously for a better equilibrium in the trade balance with the 
United States. And the heads of government of the European Community stated 
last October that they attach major importance to the upcoming trade negotia 
tions. Sir Christopher Soames, the European Community's "Foreign Minister" 
has made clear that trade negotiations will be at the center of the Community's 
future relations with the United States.

We want to make the next round of trade negotiations as significant as the last. 
Since the Kennedy Bound concluded in 1967, after reducing trade barriers an 
average 35 percent, world trade has nearly doubled. To defend and further 
America's economic interests in these trade talks our negotiators must have the 
same authority as their European and Japanese counterparts. This is one of the 
major reasons why trade legislation is required at the earliest possible date.

Nothing is more important to the overall success of our foreign policy than for 
us to receive a mandate now to further our international economic interests. For 
these economic interests are intimately related to our political and security con 
cerns throughout the world.

With our allies in Europe and Japan economic tensions could develop in a way 
which could affect the entire fabric of our political and defense relationship. 
Properly managed, economic negotiations should lead to the greater willingness 
and ability of our allies to shoulder a more equal share of the common burden. 
Left to smoulder or fed by a spirit of confrontation, these tensions could weaken 
the alliance, which is such an important factor in our national security.
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We will not allow this to happen. AVith American encouragement, our allies 
nave begun to shoulder a larger portion of the defense burden. Since 1970 our 
NATO allies have increased their defense expenditures by 30%. They now pro 
vide 90 percent of NATO's ground forces, 80 percent of its seapower and 75 per 
cent of its air forces. Our joint success in moving from confrontation to an era of 
negotiations with our adversaries has allowed the United States to devote a sub 
stantially greater share of its resources to domestic concerns. Since 1968 we have 
reduced the portion of our GNP devoted to defense from nine to six percent.

As we negotiate differences with our allies, we must not forget that our eco 
nomic interests coincide far more than they diverge. All of our countries have 
problems adjusting to the growing impact on domestic economies of rapid shifts 
in trade, shifts largely created by greater global economic integration. While 
some have lost faith in our ability to compete, the Japanese and Europeans are 
constantly concerned that the United States will flood their markets with our 
more efliciently produced goods.

Thus we have a common interest in agreeing on the safeguards proposed by 
this bill, safeguards which would assist workers and industries to adjust to 
sudden, massive, or unfair disruption by foreign goods. And in other areas of 
trade as well we must all devise and accept new rules and obligations. For none 
of us can afford a trade war any more than a military conflict.

We should approach the challenges presented by our new economic situation 
with confidence and traditional American enthusiasm for competition. Our busi 
nessmen, workers and farmers should seize the great opportunities which are 
being opened by revaluation of the dollar and the prospect of more equitable 
trade relations with Japan, Canada and the European Community.

This bill is equally important for our relations with the communist nations. 
While extensive East-West economic ties are not by themselves sufficient to 
create a more peaceful relationship, they are an indispensable ingredient. With 
out normalizing our economic relations, normal political relations are clearly 
impossible. During 1972 we took dramatic initiatives toward China and the Soviet 
Union. To bui'd these initiatives into a permanent structure of peace we must 
now begin to weave a network of mutual interests in trade, technology and 
resource development.

Hardly anyone questions the political advantages of building closer economic 
ties with the communist nations. However, we must keep in mind that our 
economic relations with the non-communist developed and developing nations 
are much more substantial than our economic ties with the communists. This 
will remain true for the foreseeable future.

We have a balance of trade surplus with the communist nations and expect 
that this will continue indefinitely, easing our overall trade deficit. We want to 
place our businessmen in the same competitive position in these growing markets 
as the Europeans and Japanese. Today western Europe has ten times as much 
trade with eastern Europe as we do. Japan is in substantially the same position 
with both the Soviet Union and China.

Extension of MFN status to the communist nations, as proposed by this bill, 
would be a major step towards political and economic normalization. It would 
not grant them exceptionally favorable treatment, for we extend MFN status to 
all of the countries with whom we have substantial trade.

I am aware of the continued active interest by the Congress in Soviet emigra 
tion practices. I share your deep concern about this matter both officially and 
personally. But 1 believe the best hope for a satisfactory resolution of this issue 
will come not from the confrontation formal legislation would now bring about, 
but from a steady improvement in our overall relations with the Soviet Union.

As these relations have improved in recent years, we have witnessed a signifi 
cant and favorable evolution in Soviet emigration policy. An unprecedented 
60.000 Soviet Jews have been able to emigrate. For over a year the average 
monthly level has exceeded 2,oOO. I know some of you are genuinely apprehensive 
over the firmness of present Soviet emigration policy, particularly in regard to 
the decision to waive totally collection of the education tax. However, as you 
already know, the President has been assured by the Soviet Government that the 
policy on total waivers is to be continued indefinitely. He has also been assured 
that present Soviet emigration policy, which has permitted the current level of 
emigration, will also be-continued indefinitely. I am not in a position to place 
into the public record the texts of confidential communications on this subject, 
but those assurances are firm.
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Failure to grant MFN status would seriously jeopardize our relations with the 
Soviet Union. It would impede the gradual evolution of the Soviet Union into a 
more open member of the world community, an evolution which is the best long- 
term hope for all of us including those Soviet Jews who wish to emigrate.

I am departing in the next few days on an extensive trip through Latin 
America. I will be taking with me Bill Casey, our Under Secretary for Emonomic 
Affairs, because I know that economic issues are high on the agenda of our 
neighbors in this hemisphere. In fact for almost all of the countries in Asia, 
Africa and Latin America economic development is the number one priority. And 
generalized tariff preferences, as proposed by this Act, have become both sym 
bolically and substantively their number one request of the United States. This 
is so because these countries no longer want to be dependent upon aid—they want 
to earn the foreign exchange required for development through expanded trade.

But why are generalized preferences in the American interest? They are in 
our interest because most of our increasingly important energy and raw material 
imports, thirty percent of our total trade, and over half of our investment income 
come from the developing nations. If we want these nations to take into account 
our interests, not only in economic but in political fields as well, we must take 
into account their interests. Other industrial nations have already extended such 
preferences. And preferences are an important stimulus to steady economic 
development, which will ultimately create markets for us, decrease the military 
and economic assistance burden on the United States and lead to a more stable 
world.

Passage of the Trade Reform Act of 1973 will allow us to pursue these major 
objectives:

We will strengthen the productive and competitive qualities of the American 
economy, increase jobs, raise incomes, and devise safeguards to assist workers 
and industries to adjust to rapid shifts in trade.

We will press the European, Community, Canada and Japan to assure fairer 
treatment for our exports.

We will continue our strong offensive to create a more equitable and smoothly 
functioning monetary system.

We will vigorously pursue both trade expansion and trade reform.
We will join with the less developed nations to accelerate mutually beneficial 

trade.
With the communist nations, we will construct a network of mutually ad 

vantageous economic ties to strengthen the fabric of peace. We want to reduce 
our mutual expenditures on arms as we increase our commitment to trade.

What we are seeking in this bill is an economic policy which will accelerate 
rather than impede recent progress toward a more peaceful and prosperous 
world. I am confident that by working together the Congress and this Administra 
tion can shape such a policy.

The CHAIRMAN. Thank you, Mr. Secretary, for a very fine statement. 
We now recognize the Honorable Peter M. Flanigan, who is Execu 

tive Director of the Council on International Economic Policy.
We are glad to have you with us, Mr. Flanigan. You are recognized.

STATEMENT OF HON. PETEE M. FLANIGAN

Mr. FLANIGAN. Thank you, Mr. Chairman.
Thank you for the invitation to be with you this morning.
You have heard from Secretary Rogers and Secretary Shulte, and 

their description of the political, monetary and economic policy con 
text within which the proposed Trade Reform Act has been conceived. 
They have also outlined those policy objectives it is designed to foster. 
As Executive Director of the Council on International Economic Pol 
icy, I would ask you to consider this bill as part of an integrated ad 
ministration approach to the range of problems which we have grouped 
together under the general heading of international economic reform.

Since Secretary Shultz and Secretary Rogers have adequately cov 
ered the post-war economic history and the negotiations that are under
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way in the reform of the monetary system, I will skip that portion of 
my prepared text, if I may, and move on to the top of page 3.

First, let me briefly review the balance sheet of our present system,, 
then the needs we must meet in our international commercial transac 
tions, and finally how this bill will help us achieve the objectives which 
have been identified from this review.

Xone can deny that, on balance, the postwar trade system has served 
the United States and the world well. From an era between the two 
major wars of the 20th century that was characterized by general 
economic instability, by desperate efforts to carve out protected posi 
tions, by competitive currency devaluations, by shrinking world trade 
and by catastrophic economic depression, there emerged a consensus 
that all nations stood to gain from a multilateral, nondiscriminatory, 
open world system of trade and payments.

As a consequence of the agreements reached on monetary arrange 
ments at Bretton Woods in 1944 and on the trade rules of GATT in 
1947, world trade and international economic prosperity has grown at 
a pace unprecedented in world history.

Our experience with those two contrasting systems leaves no doubt 
about the general path we should follow for the rest of this century and 
beyond: a return to the protectionist isolationism of the 1930's is a 
prescription for disaster.

The benefits to this Nation from an open and equitable economic 
world are too obvious by comparison to contest, and must be preserved.

This fundamental point having been made, what is wrong with the 
present system?

Secretary Shultz has discussed the need for reform in the monetary 
system, and how it is related to the need for trade reform.

I will thus concentrate on one major aspect: the need for equilibrium 
in the system and why favorable action on this bill is essential for 
that purpose.

During the international debate over the past 18 months on the 
kind of system the world needs, one requirement stands out as com 
manding a virtually unanimous consensus.

All nations agree that a major result that the international economic 
system should achieve, over a reasonable period of time and at as high 
a level possible of world trade and related transactions, is equilibrium 
in the international accounts of each country.

Equilibrium is just balance: nations which are temporarily in either 
surplus or deficit in their overall international accounts must take 
action to move back toward balance, and the system itself must be 
structured in such a way as to allow and encourage that movement.

The other point on which all agree is that the United States, in 
particular, must be in equilibrium in its balance of payments.

I can assure you that the international economic policy of this 
administration is geared precisely to this purpose.

To achieve this equilibrium, however, requires discipline and effort 
bj us, both at home and abroad, and action by other countries to assure 
that the various policies they pursue keep them in balance and do not 
frustrate our achievement of that balance.

I have said that the system must both allow and encourage move 
ment toward balance. Our main problem with the way the system and
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the countries within it have performed in the past is that the rules and 
practices have frequently been inadequate on both counts.

In the first annual International Economic Report of the President, 
published in March of this year, we presented a detailed discussion 
of our balance of payments structure and the reasons why we believe 
Ave must look to our trade account to bear most of the burden for bring 
ing our international account back into balance.

In summary, the main reason is that, given United States responsi 
bilities in the modern world, both as the wealthiest and strongest single 
nation, there are offsetting patterns in each of the other transactions 
categories: investment services, aid and military expenditures abroad, 
Avhich tend to cancel each other out now, and are likely to do so over 
the next several years.

We must, therefore, look to the trade account to bear most of the 
burden of the adjustment we need to bring our overall international 
position back into balance.

To promote this adjustment, we have, during the last 18 months, 
together with our trade partners, twice revised the exchange rates for 
the world's currencies to make our products more competitive, both 
at home and abroad.

The results of those changes have not yet been fully felt, but they 
will be felt increasingly as the time passes.

A more flexible monetary system will help to assure balance in the 
system and that equilibrium is reached in our own accounts as well as 
in the accounts of others.

We frankly cannot reasonably expect that the trade negotiations, 
which begin later this year and that will doubtless carry through until 
1975, and the results of which will not be fully in place until the 1980's. 
will have any immediate effect on our balance-of-payments problems.

But these negotiations can lay the groundwork for a more open and 
fair trading world in the future', and that is their purpose.

In the years ahead, we look to such a world, reasonably free of the 
inequities and distortions which currently obtain, to provide maximum 
benefits for our citizens and for those of our trading partners.

In his speech to the Governors of the International Monetary Fund 
last September, the President charted the course which he believes this 
Nation must follow.

At that time he said:
We shall press for a more equitable and open world of trade. 
We shall meet competition rather than run away from it. 
We shall not turn inward and isolationist.
Finally, he said,
We must set in place an economic structure that will help and not hinder the 

world's historic movement toward peace.
If these are our major objectives, how does this bill help us to meet 

them, and what specific purposes is it designed to serve ?
In its simplest terms, this bill would give us the tools to negotiate 

needed reform abroad and to take effective action at home, both to 
encourage reform and to adjust our economy for its role in an open, 
equitable system.

In a world in which trade is open and fair; in which capital can 
move openly in response to changing markets and opportunities; in
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which artificial incentives or barriers to trade and capital movements 
are either removed or brought under equitable rules; and in which 
the monetary system is sufficiently flexible and responsible to encour 
age and allow adjustment when needed, the United States can compete 
on the basis of comparative advantages, can create more and better 
jobs for its citizens and a better standard of living for its consumers.

To achieve these goals, the bill provides authorities to meet five 
central purposes.

The first purpose is to negotiate a more open trading world. Atten 
tion here is focused on the tariff and nontariff barrier negotiating au 
thorities and procedures.

"We have asked for the authority to negotiate a trade package in 
which tariffs can be raised, reduced, or eliminated. In the past, this 
authority has been limited to a fixed percentage amount—recently in 
the Trade Expansion Act of 1962, when the limitation was 50 percent.

However, that act, in addition to that general authority contained 
a provision for eliminating tariffs on those products in which the 
United States and a European community enlarged to include the 
United Kingdom accounted for more than 80 percent of world trade 
and for complete elimination if the tariff was 5 percent or less.

Thus, the concept of reductions beyond a certain percentage has a 
precedent in past law and congressional approval.

When tariffs were still a relatively high and accorded a greater 
degree of protection, reduction limits may well have been appropriate.

But, after the Kennedy round of reductions agreed to in 1967, tariffs 
were reduced substantially. Thus, the authority we seek today is, in 
absolute terms, roughly equivalent to that which the Congress granted 
in 1962 and, as such, is by no means unprecedented.

On the nontariff side, our proposals are designed to fill a vacuum in 
U.S. negotiating authority which has never been dealt with adequately 
in past legislation.

The 1962 act did not deal directly with nontariff practices at all, and 
we have seen over the years that, as tariffs are reduced, nontariff trade- 
distorting practices have become a more important hindrance to an 
open trading system.

Our proposals, regarding nontariff barriers, contain three interre 
lated and important elements:

1. Congressional declaration favoring negotiations looking toward 
the elimination or international harmonization of nontariff practices 
which impeded trade opportunities or access to markets.

This is needed in order to convince our partners that the Congress is 
concerned about these practices and wants our negotiators to bring 
these issues forward in the coming negotiations as a priority objective.

2. Authority to conclude and implement agreements relating to 
methods of customs valuation assessment and marking of products by 
country of origin.

These authorities are consistent with those requested for tariffs and 
will permit us to reach comprehensive agreements on tariffs and ad 
ministrative practices as part of a total package.

3. An optional new procedure for congressional participation and 
Action concerning agreements negotiated on other nontariff matters.
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Under this procedure, the President would inform the Congress of 
his intention to conclude a particular agreement on a nontariff prac 
tice not less than 90 days before signature was expected.

During this period, the appropriate committees of Congress would 
have an opportunity to consider the issues involved, hold hearings to 
obtain the views of the public, and to influence the form of the agree 
ment through recommendations or expression of concerns to the exec 
utive branch.

After conclusion of the agreement, the text, and any necessary im 
plementing orders would be submitted to Congress. If neither House 
voted against it, the agreement and orders would become effective 
after 90 days.

This procedure is also not without precedent. Similar arrangements 
were developed in past laws such as section 202 of the Automotive 
Products Act of 1965.

We are proposing it here out of a recognition that both Congress 
and the Executive need a better system for handling negotiations in 
this complex nontariff field.

One of the main problems in the past has been the lack of coordi 
nation between Congress and the Executive in the process by which 
such agreements were concluded.

We recognize that Congress must retain the final say over whether 
a particular agreement on nontariff barriers is appropriate for the 
United States, if such an agreement requires changes in domestic law.

Our proposed procedure assures that result, but it also brings con 
gressional views into play before the conclusion and assures prompt 
action following it.

We believe this will strengthen the hand of the U.S. negotiators 
while preserving essential congressional authority.

The bill's second major purpose is equity—'both in markets abroad 
and markets at home. While our purpose in these negotiations is to 
reduce barriers and to secure a more open world for American traders, 
we firmly believe that, for trade to be free it must be fair.

Expanded trade will not meet the objectives of contributing to an 
orderly, cooperative international economy unless the system itself is 
equitable and the rules apply equally to all.

For this reason, the bill provides, in both its negotiating authorities 
and in its modernized provisions concerning unfair competitive prac- 
tces, the tools which this country needs to bring balance and fairness 
forward as a key feature of the international trade world of the future.

To assure fair rules and practices abroad for our exports, we need 
two elements in this bill.

First, the kind of flexible negotiating authority I have just described 
which will allow us to reach balanced, comprehensive agreements in 
which we and our trade partners undertake mutual commitments to 
fair rules and equivalent trade conditions, covering both tariff and 
nontariff barriers to trade.

Such comprehensive agreements will 'be designed to assure that all 
trade will be fair and that action to implement these commitments will 
constitute overall reciprocity.

Second, w;e need the revised authority we have requested in section 
301 of the bill to take action to redress an imbalance in equity where it 
may occur.
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This revision builds upon our experience with a similar authority— 
Section 252 of the Trade Expansion Act—which we have found to have 
been less credible than I am sure you in the Congress hoped it would be 
when that act was passed in 1962.

By making this authority more flexible, and more simple, and by 
extending it to industrial goods as well as agricultural goods, we hope 
to reestablish the credibility of American determination to act if action 
is needed, and thus to bring about those reforms from which, we are 
convinced, all nations will benefit.

To achieve our objective of equitable arrangements governing com 
petition from imports in our own market—competition which, as Sec 
retary Shultz has stated, we need and welcome, as long as it is fair 
competition—we have proposed a variety of amendments to existing 
laws.

These concern our reaction to such practices as dumping, foreign 
subsidies, and patent infringement. A separate proposal would also 
amend the Federal Trade Commission Act, mainly to give the Com 
mission jurisdiction over other forms of anticompetitive practices.

Our existing laws, for the most part, date back over 40 years or more. 
Though amended over time, they still do not measure up to modern 
requirements for prompt and orderly process.

Our proposals are designed to meet these needs and to assure that 
our laws concerning unfair practices are administered in a way that 
will be open, fair, and effective.

We propose, for example, that reasonable time limits be fixed on 
Treasury investigations concerning dumping and countervailing duty 
action in order to assure both domestic industries and importers that 
the issue will be aired and decided within a known period of time.

In the case of antidumping investigations, the limits would be 6 
months in most cases, 9 in more complex circumstances, with a possi 
bility for a 3-month extension in cases of particular difficulty.

The limit for reaching decisions in countervailing duty investiga 
tions is set at 12 months. However, because of the broad potential 
coverage of the term "bounty" or "grant", we believe the Secretary of 
the Treasury must, in judging the actions of foreign governments, 
have some flexibility in administering the law to ensure that the action 
we take is not detrimental to the economic interests of the United 
States.

A third major purpose of the bill is to enable us to act effectively to 
ease the adjustment of American industries and workers to fair import 
competition whenever those imports increase at a rate which causes or 
threatens serious injury in our markets.

A major overhaul of the procedures and Presidential authorities 
granted in past law has long been overdue. The House of Eepresenta- 
tives endorsed the need for change here in its vote on the proposed 
Trade Act of 19TO.

Our proposals are designed to meet the needs of a modern trading 
system and to promote adjustments in ways which protect 'and balance 
the interests of workers, industries, consumers, taxpayers, and our 
trade partners.

The new relief system would recognize the reality that more open 
trade can, in fact, cause disruption.

When it does, the objective of openness can be promoted by measures 
which help ease adjustment to change.
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Our proposal clearly identifies adjustments to new competitive con 
ditions as the purpose of temporary relief from fair import competi 
tion, and recognizes that relief for this purpose is better than perma 
nent resistance to needed change.

To make our law on relief from injurious competition more realistic 
and more available to workers and industries that really need it, we 
are proposing three important changes:

First, the current requirement that increased imports must be shown 
to have resulted from a past tariff concession would be eliminated.

Second, the requirement that imports be the "major" cause of serious 
injury-^-that is, greater than all others combined—would be changed 

.to require only that imports be the "primary" cause of such injury— 
that is, that imports be the only single greatest cause, but not neces 
sarily greater than all others.

Third, to assist in making this finding of primary cause, we are 
proposing a new market disruption criterion which the Tariff Commis 
sion is required to examine if requested to do so.

Disruption is defined as occurring when imports are substantial, are 
increasing rapidly, both absolutely, and as a portion of domestic con 
sumption and are being offered at prices substantially below those of 
competing domestic articles.

A finding of disruption would constitute prima facie evidence that, 
if serious injury or threat of it has been established, imports are the 
primary cause.

As he announced in his message of April 10 transmitting this trade 
reform bill to vou, the President is also proposing, in separate legisla 
tion, changes in our present system of unemployment insurance.

That legislation will call for state action to meet minimum Federal 
standards for unemployment benefits no later than 1975.

Under the permanent system envisaged by those proposals, a worker 
would be protected against loss of income whatever the cause might be. 

In the interim, we believe we can and should move now to put these 
benefit standards into effect immediately for workers displaced sub 
stantially because of imports. We would do this by means of a supple 
mentary Federal adjustment assistance payment where it is necessary 
to bring State benefit levels into conformity with the new standards. 

Access to this supplementary assistance would be made much easier 
and faster than under current legislation.

Rather than the current Tariff Commission proceedings, eligibility 
and certification procedures would be assigned to the Secretary of 
Labor, who would be required to act within 60 days of receipt of the 
petition.

Easier access criteria and speedier availability is consistent with the 
concept that, within a few years, all workers should be receiving assist 
ance according to uniform standards regardless of the reasons why 
they are temporarily out of work.

In addition, the program of special assistance for retraining, job 
search, and relocation allowances would be retained permanently as 
aids to the adjustment process which is a key feature of this bill.

Our fourth objective is to modernize the tools and use of toade policy 
in the United States. Our bill proposes several changes and new addi 
tions to the array of trade policy measures which we believe a modern 
economy like ours needs in a changing world.
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We have, for example, requested authority to make more effective 
use of trade policy as a supplementary action to deal with a persistent 
surplus or deficit in our balance of payments and, where proper, as a 
measure to-prompt necessary adjustment action by others.

Use of trade restrictive measures, which is contemplated in the re 
formed monetary system we have proposed to the Committee of 
Twenty of the IMF, would be considered as a last resort.

But on those exceptional occasions when it may be called for, it is 
important that our laws clearly provide authority for it.

Another authority in our bill is a reaffirmation of the proposed legis 
lation which the President sent to Congress on March 30, requesting 
authority to reduce trade barriers temporarily when needed to help 
fight inflation. While this authority would be limited to items covering 
not more than 30 percent of total U.S. imports, we believe such action 
can be a valuable weapon in our continuing battle with inflation and 
of significant benefit to American consumers.

Other authorities we propose under this heading include a provision 
by which the United States could, where called for under an interna 
tional agreement, offer compensation for a unilateral increase in an 
import duty or other restriction, rather than face retaliation abroad 
which could harm an important American export interest.

Another would permit us to suspend or withdraw past trade con 
cessions when that action, in accordance with our GATT negotiations, 
was needed to promote an important national interest.

This committee has endorsed similar proposals in the past, and I 
hope that it will do so again.

Our fifth and final objective is to open up and take advantage of new 
trade opportunities with all countries. A main element under this 
purpose, as emphasized by Secretary Rogers, is an authority to insti 
tute a system of generalized tariff preferences for less developed 
countries.

Under this system, we would, for a period of 10 years, grant duty- 
free tariff treatment to imports of most manufactured and semimanu 
factured goods, plus a few other selected products, coming from 
developing countries.

A second element, in separate legislation, would be amendments to 
the Webb-Pomerene Act to clarify the position of associations of ex 
porters in relation to our antitrust laws and to expand coverage to 
certain services in order to put American exporters on an equal basis 
with their foreign competitors.

Finally, the bill would enable the President to conclude beneficial 
trade agreements with Communist countries, including the grant of 
most-favored-nation treatment.

As in the cases of the nontariff barrier authority, our proposal leaves 
final authority over these agreements in the hands of Congress through 
provision for a veto within 90 days by either House over any partic 
ular agreement.

These authorities are not unprecedented in concept. They build on 
our experience in using current authority and are designed for the 
realities of a new economic world.

They are designed to give our negotiators the same kind of negotiat 
ing flexibility now possessed by most of our main trade partners.
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And they provide the President with approximately the same degree 
of authority in managing our trade program as is possessed by these 
partners.

TTithout these authorities, we could be at a significant disadvantage 
in the critical international bargaining ahead.

Given the stake that all Americans have in a successful outcome of 
these negotiations and in the smooth functioning of our Nation's econ 
omy in an increasingly interdependent world, positive congressional 
action of the Trade Eeform Act is a high national priority, and I 
urge prompt and favorable consideration of it.

Thank you, Mr. Chairman.
[Mr. Flanigan's prepared statement follows:]

STATEMENT OF HON. PETER M. FLANIGAN, EXECUTIVE DIKECTOH, COUNCIL ON 
INTERNATIONAL ECONOMIC POLICY

You have heard Secretary Rogers and Secretary Shultz describe the political, 
monetary and economic policy context within which the proposed Trade Reform 
Act has been conceived. They have also outlined those policy objectives it is 
designed to foster. As Executive Director of the Council on International Eco 
nomic Policy, I would ask you to consider this bill as part of an integrated Admin 
istration approach to the range of problems which we have grouped together 
under the general heading of international economic reform.

During the quarter century since the post-war conference on international 
monetary, trade and investment arrangements, 'the international economic world 
has changed. Economic power relationships, once heavily one-sided, are now more 
evenly distributed among Western Europe, Japan and North America. The needs 
and aspirations of the developing countries are clearer and more pressing than 
they were in a post-war world of disintegrating coloni.nlipm. The post-war con 
frontation between East and West is giving way to a growing recognition that, 
though systems may differ, nations can learn to live in peace through negotiated 
agreements.

However, while the world has changed, the systems under which nations and 
regional groupings conduct their economic affairs—trade, investment, finance, 
aid—have changed but little. There hag been some tinkering, much as a family 
that has outgrown the size of its house first tries to cope with new needs by add 
ing a new room here, enlarging an old one there. But the real problem is that the 
structure itself is no longer adequate to their needs: the whole house needs 
rebuilding, and for that, they must work from the foundation up.

In building a new international economic structure, we cannot limit ourselves 
to .i'lst one or two distinct parts. All aspects of the system are closely inter 
related, and all must be dealt with if we are to succeed in constructing a system 
strong enough to last and flexible enough to meet the changing pntterns find 
stresses of a dynamic world economy of the future. For this reason, we have 
insisted, in the talks we have engaged in since the process of reform was initiated 
by the President two years ago, on the interrelationships among money, trade 
and investment arrangements and the need to deal with each as part of an inte 
grated whole rather than separate, unrelated transactions.

It is in the light of this need for an integrated approach to reform of the inter 
national system as a whole that I ask you to evaluate the President'.? proposals 
for new trade legislation.

First, 'et me brielfly review the balance sheet of our present system, then the 
needs we must meet in our international commercial transactions, and finally 
how this bill will help us achieve the objectives which have been identified from 
this review.

None can deny that, on balance, the post-war trade system has served the 
United States and the world well. From an era between the two major wars of 
the 20th Century that was characterized by general economic instability, by des 
perate efforts to carve out protected positions, by competitive currency devalua 
tions, by shrinking world trade and by catastrophic economic depression, there 
emerged a consensus that all nations stood to gain from a multilateral, non- 
discriminatory, open world system of trade and payments. As a consequence of
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the agreements reached on monetary arrangements at Bretton Woods in 1944 
and on the trade rules of GATT in 1947, world trade and international economic 
prosperity has grown at a pace unprecedented in world history. Our experience 
with these two contrasting systems leaves no doubt about the general path we 
should follow for the rest of this century and beyond: a return to the proectionist 
isolationism of the 1930's is a prescription for disaster. The benefits to this nation 
from an open and equitable economic world are too obvious by comparison to 
contest, and must be preserved.

This fundamental point having been made, what is wrong with the present 
system? Secretary Shultz has discussed the need for reform in the monetary sys 
tem, and how it is related to the need for trade reform. I will thus concentrate 
on one major aspect: the need for equilibrium in the system and why favorable 
action on this bill is essential for that purpose.

During the international debate over the past 18 months on the kind of system 
the world needs, one requirement stands out as commanding a virtually unani 
mous consensus. All nations agree that a major result that the international 
economic system should achieve, over a reasonable period of time and at as high 
a level possible of trade and related transactions, is equilibrium in the inter 
national accounts of each country. Equilibrium is simply balance: nations which 
are temporarily in either surplus or deficit in their overall international accounts 
must take action to move back toward balance, and the system itself must be 
structured in such a way as to both allow and encourage that movement.

The other point on which all agree is that the United States, in particular, 
must be in equilibrium in its balance of payments. I can assure you that the 
international economic policy of this Administration is geared precisely to this 
purpose.

To achieve this equilibrium, however, requires discipline and effort by us, 
both at home and abroad, and action by other countries to assure that the various 
policies they pursue keep them in balance and do not frustrate our achievement 
of balance. I have said that the system must both allow and encourage movement 
toward balance. Our main problem with the way the system and countries within 
it have performed in the past is that the rules and practices have frequently 
been inadequate on both counts.

In the first annual International Economic Report of the President, published 
in March of this year, we presented a detailed discussion of our balance of pay 
ments structure and the reasons why we believe we must look to our trade 
account to bear most of the burden for bringing our own international account 
back into balance. In summary, the main reason is that, given United States 
responsibilities in the modern world, both as the wealthiest and strongest single 
nation, there are offsetting patterns in each of the other transactions categories— 
investment, services, aid and military expenditures abroad—which tend to cancel 
each other out now, and are likely to do so over the next several years. We must, 
therefore, look to the trade account to bear most of the burden of the adjustment 
we need to bring our overall international position back into balance.

To promote this adjustment, we have, during the last 18 months, together with 
our trade partners, twice revised the exchange rates for the world's currencies 
to make our products more competitive, both at home and abroad. The results 
of those changes have not yet been fully felt, but they will be felt increasingly 
as time passes.

A more flexible monetary system will help to assure balance in the system and 
that equilibrium is reached in our own accounts as well as in the accounts of 
others. We cannot reasonably expect that the trade negotiations, which begin 
later this year and will doubtless carry through until 1975, and the results of 
which will not be fully in place until the 1980's, will have any immediate effect 
on our balance of payments problems. But these negotiations can lay the ground 
work for a more open and fair trading world in the future, and that is their 
purpose. In the years ahead, we look to such a world, reasonably free of the 
inequities and distortions which currently obtain, to provide maximum benefits 
for our citizens and those of our trading partners.

In his speech to the Governors of the International Monetary Fund last Sep 
tember, the President charted the course which he believes this nation must 
follow:

"We shall press for a more equitable and open world of trade."
"We shall meet competiti°n rather than run away from it."
"We shall not turn ir>ward and isolationist."
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"Finally," he said, "we must set in place an economic structure that will help 
and not hinder the world's historic movement toward peace."

If these are our major objectives, how does this bill help us to meet them, and 
what speciflc purposes is it designed to serve? In its simplest terms, this bill 
would give us the tools to negotiate needed reform abroad and to take effective 
action at home, both to encourage reform and to adjust our economy for its role 
in an open, equitable system. In a world in which trade is open and fair; in which 
capital can move openly in response to changing market needs and opportunities; 
in which artificial incentives or barriers to trade and capital movements are 
either removed or brought under equitable rules; and in which the monetary 
system is sufficiently flexible and responsive to encourage and allow adjustment 
when needed, the United States can compete on the basis of comparative advan 
tage, create more and better jobs for its citizens and a better standard of living 
for its consumers.

To achieve these goals, the bill provides authorities to meet five central 
purposes.

The first is to negotiate a more open trading world. Attention here is focused 
on the tariff and non-tariff barrier negotiating authorities and procedures. We 
have asked for authority to negotiate a trade package in which tariffs can be 
raised, reduced or eliminated. In the past, this authority has been limited to a 
fixed percentage amount—most recently in the Trade Expansion Act of 1962, 
when the limitation was 50 percent. However, in addition to that general author 
ity, that Act also contained a provision for eliminating tariffs on those products 
in which the US and a European Community enlarged to include the United 
Kingdom accounted for more than 80 percent of world trade and for complete 
elimination if the tariff was 5 percent or less. Thus, the concept of reductions 
beyond a certain percentage has a precedent in past law and Congressional 
approval.

When tariffs were still relatively high and accorded a greater degree of protec 
tion, reduction limits may well have been appropriate. But, after the Kennedy 
Round of reductions agreed to in 1967, tariffs were reduced substantially. Thus, 
the authority we seek today is, in absolute terms, roughly equivalent to that 
which Congress granted in 1962 and, as such, is by no means unprecedented.

On the non-tariff side, our proposals are designed to fill a vacuum in US negoti 
ating authority which has never been dealt with adequately in past legislation. 
The Trade Expansion Act did not deal directly with non-tariff practices at all, 
and we have seen over the years that, as tariffs are reduced, non-tariff trade- 
distorting practices have become a more important hindrance to an open trading 
system.

Our proposals contain three interrelated and important elements:
(1) A Congressional declaration favoring negotiations looking toward the 

elimination or international harmonization of non-tariff practices which impede 
trade opportunities or access to markets. This is needed in order to convince our 
partners that the Congress is concerned about these practices and wants our 
negotiators to bring these issues forward in the coming negotiations as a priority 
objective.

(2) Authority to conclude and implement agreements relating to methods of 
customs valuation assessment and marking of products by country of origin. 
These authorities are consistent with those requested for tariffs and will permit 
us to reach comprehensive agreements on tariffs and administrative practices as 
part of a total package.

(3) An optional new procedure for Congressional participation and action con 
cerning agreements negotiated on other non-tariff matters.

Under this procedure, the President would inform Congress of his intention to 
conclude a particular agreement on a non-tariff practice not less than ninety days 
before signature was expected. During this period, the appropriate committees 
would have an opportunity to consider the issues involved, hold hearings to obtain 
the views of the public and to influence the form of the agreement through recom 
mendations or expression of concerns to the Executive Branch. After conclusion 
of the agreement, the text and necessary implementing orders would be sub 
mitted to Congress. If neither House voted against it, the agreement and orders 
would become effective ninety days later.

This procedure is also not without precedent. Similar arrangements were 
developed in past laws such as Section 202 of .the Automotive Products Act of 
3965. We are proposing it here out of recognition, that both..Congress .and -the 
Executive need a better system for handling negotiations in this complex non- 
tariff field.
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One of the main, past problems has been the lack of coordination between Con 
gress and the Executive in the process by which such agreements are concluded. 
We recognize that Congress must retain the final say over whether a particular 
agreement on non-tarff barriers is appropriate for the United States, if such an 
agreement requires changes in domestic law. Our proposed procedure assures that 
result, but it also brings Congressional views into play before the conclusion and 
to assure prompt action following it. We believe this will strengthen the hand of 
US negotiators while preserving essential Congressional authority.

Our second major purpose is equity—both in markets abroad and markets at 
home. While our purpose in these negotiations is to reduce barriers and secure a 
more open world for American traders, we firmly believe that, for trade to be 
free, it must be fair. Expanded trade will not meet the objectives of contributing 
to an orderly, cooperative international economy unless the system itself is 
equitable and the rules apply equally to all. For this reason, the bill provides, in 
both its negotiating authorities and in its modernized provisions concerning 
unfair competitive practices, the tools which this country needs to bring balance 
and fairness forward as a key feature of the international trade world of the 
future.

To assure fair rules and practices abroad for our exports, we need two ele 
ments in this bill. First, the kind of flexible negotiating authority I have just 
discussed which will allow us to reach balanced, comprehensive agreements in 
which we and our trade partners undertake mutual commitments to fair rules 
and equivalent trade conditions, covering both tariff and non-tariff barriers to 
trade. Such comprehensive agreements will be designed to assure all that trade 
will be fair and that action to implement these commitments will constitute 
overall reciprocity.

Second, we need the revised authority we have requested in Section 301 of the 
bill to take action to redress an imbalance in equity where it may occur. This 
revision builds upon our experience with a similar authority—Section 252 of the 
Trade Expansion Act—which we have found to have been less credible than I am 
sure the Congress hoped it would be when that Act was passed in 1962. By making 
this authority more flexible, and more simple, and by extending it to industrial 
goods as well as agricultural goods, we hope to reestablish the credibility of 
American determination to act if action is needed, and thus to bring about those 
reforms from which, we are convinced, all nations will benefit.

To achieve our objective of equitable arrangements governing competition from 
imports in our own market—competition which, as Secretary Shultz has stated, 
we need and welcome, as long as it is fair competition—we have proposed a va 
riety of amendments to existing laws. These concern our reaction to such prac 
tices as dumping foreign subsidies and patent infringement. A separate proposal 
would also amend the Federal Trade Commission Act, mainly to give the Com 
mission jurisdiction over other forms of anti-competitive practices.

Our existing laws, for the most part, date back over forty years or more. 
Though amended over time, they still do not measure up to modern requirements 
for prompt and orderly process. Our proposals are designed to meet these needs 
and to assure that our laws concerning unfair practices are administered in a 
way that will be open, fair and effective.

We propose, for example, that reasonable time limits be fixed on Treasury 
investigations concerning dumping and countervailing duty action in order to 
assure both domestic industries and importers that the issue will be aired and 
decided within a known period of time. In the case of anti-dumping investiga 
tions, the limits would be six months in most cases, nine in more complex circum 
stances, with a possibility for a three-month extension in cases of particular dif 
ficulty. The limit for reaching decisions in countervailing duty investigations is 
set at 12 months. However, because of the broad potential coverage of the term 
"bounty or grant", we believe the Secretary of the Treasury must, in judging the 
actions of foreign governments, have some flexibility in administering the law 
to ensure that the action we take is not detrimental to the economic interests 
of the United States.

A third major purpose is to enable us to act effectively to ease the adjustment 
of American industries and workers to fair import competition, when those im 
ports increase at a rate which causes or threatens seriously injury in our market. 
A major overhaul of the procedures and Presidential authorities granted in past 
law has been bong overdue. The House of Representatives endorsed the need for 
change here in its vote on the proposed Trade Act of 1970. Our proposals are 
designed, to meet the needs of a modern.trading system and to promote adjust-
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ments in ways which protect and balance the interests of workers, industries, con 
sumers, taxpayers and our trade partners. The new relief system would recog 
nize the reality that more open trade can, in fact, cause disruption. When it does, 
the objective of openness can be promoted by measures which help ease adjust 
ment to change. Our proposal clearly identifies adjustment to new competitive 
conditions as the purpose of temporary relief from fair import competition, and 
recognizes that relief for this purpose is better than permanent resistance to 
needed change.

To make our law on relief from injurious competition more realistic and more 
available to industries that really need it, we are proposing three important 
changes: first, the current requirement that increased imports must be shown 
to have resulted from a past tariff concession would be eliminated. Second, the 
requirement that imports be the "major' cause of serious injury—that is, greater 
than all others combined—would be changed to require only that imports be the 
•'primary cause of such injury—that is, that imports be only the single greatest 
cause, but not necessarily greater than all others.

Third, to assist in making this finding of primary cause, we are proposing a 
new market disruption criterion which the Tariff Commission is required to 
examine if requested to do so. Disruption is defined as occurring when imports 
are substantial, are increasing rapidly, both absolutely and as a portion of do 
mestic consumption and are being offered at prices substantially below those of 
competing domestic articles. A finding of disruption would constitute prima fade 
evidence that, if serious injury or threat of it has been established, imports are 
the primary cause.

As he announced in his message of April 10 transmitting this bill to Congress, 
the President is also proposing, in separate legislation, changes in our present 
system of unemployment insurance. That legislation will call for State action to 
meet minimum federal standards for unemployment benefits no later than 1975. 
Under the permanent system envisaged by those proposals, a worker would be 
protected against loss of income whatever the cause might be. In the interim, we 
believe we can and should move now to put these benefit standards into effect 
immediately for workers displaced substantially because of imports, essentially by 
means of a supplementary federal adjustment assistance payment where it is 
necessary to bring state benefit levels into conformity with the new standards.

Access to this supplementary assistance would be made much easier and faster 
than under current legislation. Rather than the current Tariff Commission pro 
ceedings, eligibility and certification procedures would be assigned to the Secre 
tary of Labor, who would be required to act within 60 days of receipt of the 
petition. Easier access criteria and speedier availability is consistent with the 
concept that, within a few years, all workers should be receiving assistance ac 
cording to uniform standards regardless of the reasons why they are temporarily 
out of work. In addition, the program of special assistance for retraining, job 
search and relocation allowances would be retained permanently as aids to the 
adjustment process which is a key feature of this bill.

Our fourth objective is to modernize the tools and use of trade policy in the 
United States. Our bill proposes several changes and new additions to the array 
of trade policy measures which we believe a modern economy like ours needs in a 
changing world. We have, for example, requested authority to make more effec 
tive use of trade policy as a supplementary action to deal with a persistent sur 
plus or deficit in our balance of payments, and, where proper, as a means to 
prompt necessary adjustment action by others.

Use of trade restrictive measures, which is contemplated in the reformed 
monetary system we have proposed to the Committee of Twenty of the IMF, 
would be considered a last resort. But on those exceptional occasions when it 
may be called for, it is important that our laws clearly provide authority for it.

Another authority in our bill is a reaffirmation of the proposed legislation which 
the President sent to Congress on March 30, requesting authority to reduce trade 
barriers temporarily when needed to help fight inflation. While this authority 
would be limited to items covering not more than 30 percent by value of total 
U.S. imports, we believe such action can be a valuable weapon in our continu 
ing battle with inflation and of significant benefit to American consumers.

Other authorities we propose under this heading include a provision by which 
the United States could, where called for under an international agreement, 
offer compensation for a unilateral increase in an import duty or other restriction, 
rather than face retaliation abroad which could harm an important American 
export interest. Another would permit us to suspend or withdraw past trade con-
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cessions when that action, in accordance with our GATT negotiations, was needed 
to promote an important national interest. This Committee has endorsed similar 
proposals in the past, and I hope that it will do so now.

Our final objective is to open up and take advantage of new trade opportunities 
with all countries. A main element under this purpose, as emphasized by Secre tary Rogers, is an authority to institute a system of generalized tariff preferences 
for less developed countries. Under this system, we would, for a period of 10 
years, grant duty free tariff treatment to imports of most manufactured and semi-manufactured goods, plus a few other selected products, coming from devel 
oping countries.

A second element, in separate legislation, would be amendments to the Webb- 
Pomerene Act to clarify the position of associations of exporters in relation to 
our antitrust laws and to expand coverage to certain services in order to put 
American exporters on an equal basis with their foreign competitors. Finally, 
the Bill would enable the President to conclude beneficial trade agreements with 
Communist countries, including the grant of most-favored nation tariff treat ment. As in the case of the non-tariff barrier authority, our proposal leaves final 
authority over these agreements in the hands of Congress through provision for 
a veto within 90 days by either House over any particular agreement.

These authorities are not unprecedented in concept. They build on our experi ence in using current authority and are designed for the realities of a new 
economic world. They are designed to give our negotiators the same kind of 
negotiating flexibility now possessed by most of our main trade partners. And they provide the President with approximately the same degree of authority in 
managing our trade program as is possessed by these partners. Without those 
authorities, we could be at a significant disadvantage in the critical international 
bargaining ahead. Given the stake all Americans have in a successful outcome of 
these negotiations and in the smooth functioning of our nation's economy in an increasingly interdependent world, positive Congressional action on the Trade 
Reform Act is a high national priority, and I urge prompt and favorable con sideration of it.

The CHAIRMAN. Thank you, Mr. Flanigan, and all of you. for very 
fine statements.

Mr.- Ullman will begin the interrogation.
Mr. ULLMAN. Thank you, Mr. Chairman.
Secretary Rogers, Secretary Shultz, and Director Flanigan, I want 

to say that I agree quite wholly with your analysis of the critical 
problem.

Perhaps we should have done this a year or two ago but it is better 
now than later. My problem with your proposal, and I think this per 
haps will be your major problem in getting this legislation through, is 
the degree to which we are delegating broad new powers to the Execu 
tive in carrying out trade agreements.

I have not had the chance to thoroughly examine your testimony and 
the bill but, insofar as I read it, I see area after area of broad new 
delegation of authority to the Executive that has previously been held 
by the Congress.

Secretary Shultz, do you concur that that is true ?
Secretary SHULTZ. Well, there is certainly broad authority here.
As Mr. Flanigan indicated in his testimony, it is essentially an ex 

tension of authority that has been granted before and used before and 
I think that our basic problem here is that if we are going to have a 
negotiation somebody has to do the negotiating so that there has to be 
some authority there to negotiate with.

On the other hand, we have tried to build into the procedure, as in 
the procedure Mr. Flanigan outlined in the non-tariff barirer case, 
ways of involving the Congress both in a consultative manner, that is, 
in the notification that agreement may be consummated, and then in a
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decisive manner in the ability of the Congress to in effect veto the 
agreement once it is made.

So that we have sought throughout ways in which the Executive 
and the Congress can interact in this process of deciding these im 
portant things.

I would say further that, just as in the process of putting this bill 
together, we did a lot of consultation with Members of the Congress 
and we benefitted from that, so also we are quite ready to look for ways 
in which that process can continue and be expanded all within the 
framework of the fact that if you are going to have a negotiation you 
have to have a negotiator and you have to give him the tools he needs 
to be a fair but tough bargainer.

Mr. ULLMAN. I would agree that we do need to give the President 
some degree of authority but in looking at the basic guideline here I 
think that we are far short of spelling out a meaningful trade policy.

It would seem to me that the Congress would be desirous of estab 
lishing some rather tight guidelines to control or to limt the power 
and authority of the President on the one hand and on the other hand 
a far better system of oversight than we have here.

The easy way out is to give Congress a veto which you have done 
in the case of non-tariff barriers, but it would seem to me that perhaps 
our problem in the Congress is to devise a mechanism for oversight 
which probably does not now exist.

Would you agree that this bill encompasses a far greater request for 
authority on the part of the President than we have ever had in our 
history in this field ?

Secretary SHTJLTZ. It has some new features to it. As I said a moment 
ago, I think they are basically an extension of things that have -been 
present before and a development and adaptation of them to the situa 
tion that we see.

As far as oversight and so on is concerned, I think this is the sort of 
thing in the discussion of this bill that we should listen to and be ready 
to try to think through various proposals that people may make to 
see if we can agree on them.

As I mentioned before, I think it is very important in any negotia 
tion to have a negotiator and to give him authority and to give him 
support.

We all have lots of experience in negotiating and we know that if 
you see the other side it all can be divided against itself and you can go 
around here and around there and pull the rug out under your negoti 
ator this way and that way so that pretty soon'you have destroyed that 
other side. I think if we are going to go into a negotiation and put our 
best foot forward and do a good, tough, fair, honest job of represent 
ing the American worker and business and the consumer, we cannot 
have a procedure which makes it impossible for our negotiator to operate. ....••

Mr. ULLMAN. The difficulty in our system of government, particu 
larly in the field of trade, has. been this balance of power between the 
Executive and legislative. I 'think you can always make an argument 
in the field of international affairs for more power in the hands of an 
executive and-perhaps even unlimited power. It is: certainly more 
effective in some respects. .
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I think it is far more important, however, that we hold to the prin 
ciples of the separation of powers, and that we- keep to our constitu 
tional authority than it is to get a temporary and immediate benefit 
in this field.

Finally, we were to work out a system of oversight that would be 
meaningful, a legislative—not necessarily participation—but close 
overview procedure, would you feel that this administration would 
be in a position to work on that kind of basis ?

Secretary SHULTZ. Certainly we would be glad to work on the 
subject.

I can't say that the President would accept something that you 
haven't described but when we have concrete things to look at, cer 
tainly we want to look at them and see if they can help as you say keep 
the separation of powers but at the same time enhance the ability of 
the separate branches to work together constructively and 
cooperatively.

Mr. ULLMAN. You are prepared to accept some limitations on the 
broad authorities that you request ?

Secretary SHTJLTZ. There are some limitations built into the Presi 
dent's proposals as such.

Mr. ULLMAN. But some in addition that Congress might request?
Secretary SHTTLTZ. Well, I don't know what they are. When we see 

what they are, then we could evaluate them. But certainly we are here 
with this legislation.

The legislation is going to be approved by the Congress. We want 
to work with the Congress and we don't feel we have any monopoly 
on all the good ideas in this area.

Mr. ULLMAN. I have no further questions.
The CHAIRMAN. Mr. Schneebeli will inquire.
Mr. SCHNEEBELI. Thank yon, Mr. Chairman.
I also agree with the general thrust of the legislation.
Secretary Rogers, I am particularly interested in extension of most- 

favored-nation treatment, contingent of course upon the continued 
elimination by the U.S.S.R. of the exit visas.

Secretary Shultz, I believe that the first 3 months of 1973 our 
trade deficit was the smallest it had been in, any quarter since the 
summer of 1971.

Do you see a trend developing toward a more favorable trade 
balance ?

Secretary SHUT/TZ. We have, had two major shifts in the relative 
exchange rates that by now have quite an important quantitative 
meaning.

We know that there is an initial period in which that tends to be 
adverse and then the tendency is for it to begin to have some impact.

I think we are seeing some impact of those changes.
In the second half of 1972 the picture was better than in the first 

half. The quarter of this year was better than, the fourth quarter of 
last year.

Successive months, by and large, have been getting better although 
not uniformly.

There is some jagged picture there. So that I think some progress 
has been made 'but I don't think that we can solve this problem by 
changes in the monetary system by itself.
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The monetary system cannot stand the full weight of all the adjust 
ments or to put it another way, if we have a situation where we have 
important products that we could ship into a country and those pro 
ducts are simply blocked, there isn't anychange in exchange rates that 
is going to solve that problem.

We need to get at that problem in trade reform. So that the two 
have to go hand in hand.

Mr. SCHNEEISELI. You are optimistic, but you need the help of this 
legislation.

Secretary SHUI,TZ. I hate to use words like "optimistic" or 
"pessimistic."

I would rather just make the observation that we have a great prob 
lem. We have identified it, as Congressman Ullman said, and we have 
taken some very substantial measures in the monetary field and on the 
basis of the record there seems to be some impact beginning to show.

Mr. SCHNEEBELI. Mr. Flanigan, this question might be directed 
to you.

On page 8 of Secretary Shultz' statement he points out that other 
countries have some complaints against some of our trade practices.

In addition to the American selling price, what particular trade 
practice do they find unfair ?

Mr. FLANIGAN. Congressman Schneebeli, we maintain some quotas. 
We have some State and municipal buy American legislation that they 
feel is discriminatory and, of course, we arc urging them to remove 
their governmental limitations on the source of their imports.

Those are two areas, two major1 areas. The quota area goes broad] v 
across several of our commodity areas. They complain rather vocif 
erously about these.

We, of course, point out that while we may engage in some of these 
practices we believe we do so in a much lesser degree than others and 
our effort in harmonizing these practices would be to get a substantial 
reduction in the barriers against our exports.

Mr. SCHNEEBELI. In your recommendations to us, would you suggest 
these be made negotiable, assuming we get compensatory action ?

Mr. FLANIGAN. As Secretary Shultz in his testimony says he be 
lieves that if we are to get adequate action on their side to remove their 
barriers we, of course, will have to look at our own barriers in turn.

Secretary SHULTZ. But particularly you won's find in my testimony 
the word "reciprocal." That is, I don't think that what we see here is a 
kind of tit for tat type situation.

We don't think the present arrangements are quite fair and what we 
want are arrangements that are fair and there may have to be some 
more giving than taking as far as the other people are concerned.

Mr. SCHNEEBELI. We have to get up to par, first.
Secretary SHULTZ. Yes.
Mr. SCHNEEBELI. Mr. Secretary, you also say that because of the 

expansion of the Common Market, particularly with respect to agri 
culture, there is evidence that our trade will be adversely affected and 
that the community is expected to compensate us.

Is the community really disposed toward compensation, and what 
form might it take ?

Secretary SHULTZ. Well, it is a matter of negotiation but I think we 
see a process.
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You take the agricultural part where Britain, say, goes into the 
Common Market and therefore becomes subject to the common agri 
cultural policy which will have the effect of raising barriers against 
our agricultural exports to them beyond what was the case before they 
went into the market. We would look for some kind of compensation 
in the form of the average level of the restrictions against our exports 
in some form.

Mr. SCHTSTEEBELI. Do you mean a reduction of the tariff levels? 
Secretary SHULTZ. So that our goods have, so to speak, the kind of 

access to those markets that was envisaged on the whole in the negotia 
tions that set up the general agreements.

Mr. SCHKEEBELI. When I think of compensation I usually think of 
some positive action to eliminate a negative position.

Secretary SHULTZ. This is by way of saying that there was some sort 
of. let's say, average level of restriction that was negotiated out and 
agreed on and now by virtue of a certain action you change that aver 
age level so in order to bring it back to where it was supposed to be, 
you make a rearrangement to bring it back to the average in some 
manner.

That is a matter that can be a matter of pretty intense negotiation. 
We are just trying to keep things the way they were negotiated to 

begin with.
Mr. FLANIGAN. We will have another argument in that area, 

Congressman.
That is, that we also had agreed with our partners on some bound 

levels of tariff. We agreed that we would fix our specific levels if they 
would fix some of their specific levels.

If they are to change those specific tariffs by virtue of going into the 
Common Market, we say that they have a special obligation to com 
pensate us for those changes.

So that that also is in the negotiation that Secretary Shultz is 
discussing.

Mr. SCHNEEBELI. Despite their actions, we still have an increasing 
agricultural export, don't we ?

Secretary SHULTZ. Agriculture is one of our strongest export areas 
and'that is because the American farmer does a darn good job and our 
products are attractively priced. We want to see that our farmer has as 
good an open access to markets of the world as we possible can provide 
for him.

Mr. SCIINEEBBLI. As you are aware, there has been a notable change 
in attitude toward trade on the part of some of our Midwestern Con 
gressmen as a result of this expansion in the agricultural field. There 
has been marked movement in this area away from isolationist or high 
tariff positions, while the Eastern establishment appears to be going 
the othgr way.

Thank you very much. 
I enjoyed your testimony. 
The CHAIRMAN. Mr. Burke will inquire.
Mr. BURKE. On the provisions referring to governmental assistance, 

how can Congress place any faith in this administration when pres 
ently down at the White House is a decision which was made by the 
Tariff Commission back in January of 1971 relating to the footwear 
industry and the President has not made any decision on it.
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Here it is almost 28 months later and the White House failed to make 
a decision on that tie vote.

How can we expect any sympathetic action in the case of these dis 
placed persons who lose their jobs as a result of imports when the 
White House for 28 months has been sitting down there and not mak 
ing a decision.

Mr. FLANIGAN. Mr. Congressman, with regard to adjustment assist 
ance, I think that we have granted more adjustment assistance in terms 
of help for industries and workers in the shoe industry than any other 
single industry.

I think there are 28 groups of workers and three companies to whom 
we have granted adjustment assistance. I think what you are particu 
larly concerned about is the lack of the imposition of an import re 
striction on shoe imports.

As you correctly point out, the difficulty of reaching a decision as to 
the cause of injury was indicated by the fact that the Tariff Commis 
sion did vote in a tie manner on this issue.

Two of them thought that import restraint would be appropriate 
and two thought it would not. In looking at the problem as a whole, 
we recognize that while it is true that many small shoe factories were 
closing, there were other large factories being opened and, therefore, it 
would appear that at least some part of the American shoe industry 
was competitive, and so we undertook a somewhat different course of 
action, different set of efforts, to deal with the problem.

I would have to agree with you that we were only partially success 
ful. In the first place, we undertook to try to negotiate the kind of vol 
untary restraint that we had used successfully in some other industries.

At the time we began it, the largest exporter of shoes to the United 
States was Italy, and the Italians agreed to limit their exports, and 
did so.

The next largest is Spain. We were unsuccessful in reaching agree 
ment with them. More recently, Argentina and Brazil have become 
substantial exporters.

We have seen some apparently significant slowing down in the ex 
port of shoes to us by the Spaniards. We did, as you know, as a result 
of our concern for the shoe industry and the tanning industry, impose 
under authority that the Congress had given us a limitation on the ex 
port of hides which had gone up very sharply in price and which the 
shoe industry indicated was a major cause of their problem, but we 
had no sooner put that limitation in place than the Congress voted it 
right out.

So, that effort was thwarted.
One of the reasons that this bill would give us substantial assistance 

is that it would provide an opportunity for us to compensate countries 
if we did put import restraints on.

With regard to Spain, for instance, we have a very significant sur 
plus in our trade with Spain and our machinery workers, the people 
who build power plants, all benefit by the ability to export to Spain.

If we were to limit their exports to us, they would turn around and 
limit our exports to them and that would act hi a detrimental way to 
certain of our workers.

If we had this legislation, we would be able to grant compensation 
in areas where we could limit that effect and, therefore, it is my belief
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that if we could get the provisions contained in the Trade Reform 
. Act of 1973, we would be able to deal more effectively with the problem 
that you so rightfully bring up.

Mr. BURKE. That doesn't satisfy me.
I would like to ask the Secretary of the Treasury why don't you 

put into the provisions of this bill that any agreements reached shall 
be either approved or disapproved by Congress ?

Secretary SHULTZ. Well, we do have a provision of not precisely that 
kind but an optional disapproval insofar as the noiitariff barriers are 
concerned.

Those are tricky matters that are covered directly by domestic law. 
The basic reason, however, for asking for a grant of authority to the 
President to.negotiate on the question of tariff barriers is to put him 
in a position to make conclusive determinations and thereby enable 
him to be a true negotiator.

If the President negotiates but has no authority, well, people are 
not going to bother to negotiate with him.

Mr. BURKE. I can't understand the lack of faith and confidence that 
the President has in Congress and yet he is asking us to give him all the 
faith and confidence in acting on this legislation to give him powers 
no other President ever had.

Yet, he is asking us to go and do something and we say, "Why don't 
you resubmit this after you have concluded your negotiations and see 
whether it meets with the criteria that the representatives of the people 
in Congress, in the House and Senate, will approve or disapprove of."

I should think that you would want that to strengthen the hand 
of the President because when they are negotiating on trade matters 
if they realized they would have to come back before Congress and get 
agreement, we could get better negotiations.

Secretary SHULTZ. I don't think we would have any negotiations. 
That is, there wouldn't be anybody to negotiate with that would have 
any authority to do any negotiating.

They would have to come here as foreign powers and go around and 
lobby all you people and negotiate with you, and it would be a pretty 
unwieldly process.

Mr. BURKE. Another provision extends this for 5 years.
This administration has 3 years and about 8 months to go. Don't 

you think it would be better for us to limit that part of the bill to 3 
years instead of 5 ?

Secretary SHULTZ. Well, I think it takes a certain amount of time 
to get negotiations going and brought to a conclusion. I think we have 
to look at this as a governmental process. We would hope to bring 
these things to a conclusion in less than 5 years, and have so stated.

We have some optimism that that may be possible because there is 
a schedule for starting these trade negotiations and we have had a fair 
amount of discussion with our trading partners. But I think you have 
to provide time for this to unfold itself as a process in and of itself.

Mr. FLANIGAN. Could I add to that, if I may ?
Mr. BURKE. Yes.
Mr. FLANIGAN. With regard to the unprecedented nature of the 

authority to enter into a trade agreement, Congressman Burke, this 
authority is identical, in terms of allowing the President to enter into-
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agreements and giving him the authority for 5 years in which to enter 
into agreements, to that which was granted to President Kennedy in 
1962 in the Trade Expansion Act.

The difference with regard to tariff barriers only relates to the 50 
percent plus the 80 percent, et cetera.

Mr. BTJRKE. Well, that caused the elimination of the American sell 
ing price and that was defeated during 1969-70.

The CHAIRMAN. Mr. Collier.
Mr. COLLIER. Thank you, Mr. Chairman.
One of the pertinent aspects of this bill is the adjustment assistance 

provision. I have several questions on chapter 2. I will confine it to 
the two that I consider most important.

First, in the 1962 act, we had provisions for granting assistance not 
only to employees but to firms injured by imports.

Is there any reason why H.K. 6767 recommended by the administra 
tion restricts the adjustment assistance to employees ?

Serretary SHTJLTZ. Well, we think that is where the problem is and, 
insof car as the Federal Government's ability to help, people in the pri 
vate sector know how to manage their business better. I would have to 
say after 4 years in Government, I am not so sure that the Government 
has that special quality.

We are not really all that good at it.
Mr. COLLIER. But, if, Mr. Secretary, as a result of expanded imports 

in a given field a firm that has been able to compete successfully on 
the domestic market is injured and if we recognize that as part of the 
impact of this it is necessary to assist the employees of a firm, I can't 
quite rationalize why as a result of a policy that would injure a firm 
that has a capital investment they should not also be included in get 
ting relief.

Secretary SHULTZ. The basic idea in the displacement provisions in 
this bill is not to single out people displaced by imports or firms that 
are affected by imports for special treatment but rather to look to our 
procedures for adjustment in general and ask what can be done to 
make them more effective and to that end insofar as unemployment 
compensation is concerned, insofar as income maintenance, let's call 
it, or pension reforms concerned, we have said to ourselves, "Let us 
make a proposal which we have made as part of this package for re 
form of the unemployment insurance system, for reform of the pension 
system."

kSo. that whatever the reason is that a worker is displaced he has ade 
quate, income maintenance and his pensions are protected and it doesn't 
make a difference to him whether he is displaced by an import or 
whether he is displaced because of a change in procurement or a change 
in environmental regulation or whatever the cause may be.

Similarly, on the business side, whatever arrangements we have that 
help businesses adjust themselves to changing circumstances need to be 
reviewed generally. The firm that is affected by an import is again no 
different from a firm affected by the great mass of other changes that 
take place and affect everybody's ability to do business and it is up to 
the firms to manage themselves in a changing environment.

Mr. COLIAF.R. As I recall the legislation, where there wn§ Govern 
ment assistance when an industry had been injured by imports, it
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was applicable to a whole industry. In this bill as I read it, we take a 
wholly different point of view in this area and if one company is going- 
through the process where they are injured by imports the employees 
could receive adjustment assistance.

I have no quarrel with that except that taking an example, let's say, 
having 30 domestic firms producing product "A" and assuming that 
product "A" was coming into our markets from foreign markets and 
29 of the 30 were in a position to compete with imports but as I read 
this bill the 30th one for whatever reason could not, it could be deter 
mined, that that single company rather than a whole industry was af 
fected by imports.

Simply exploring the rationale, aren't we running the risk of mak 
ing a determination in which the 30th company because of an ineffi 
cient operation would not be able to compete with the other 29 on the 
domestic market regardless of whether there was an import impact.

Mr. FLANTGAN. Congressman, it is hard to believe that under the cir 
cumstances that you describe that the Tariff Commission wouldn't 
conclude that the primary cause of the problem of this 30th firm 
was inefficient management or an outmoded plant rather than that 
the primary cause was imports.

If 29 of the 30 firms in the industry were able to compete effectively 
it would be hard to say that imports were the primary cause of the 
problem of the 30th firm.

He probably would have gone out of business anyway by virtue of 
the more competitive ability of the other 29 firms so that I don't think 
in that instance that law would provide adjustment assistance.

But I think in looking at our adjustment assistance proposal we have 
to recognize the very different philosophies underlying it in this law 
as opposed to the 1962 Act.

In that act, adjustment assistance was available only through the 
most narrow gap where imports had to be the major cause of injury, 
bigger than all others combined, and that injury had to result from a 
prior reduction in tariffs, not just imports, on the same basis as they 
had come in before but only if it resulted from a prior reduction in 
tariffs.

As a result, the 1962 act was never employed in the adjustment as 
sistance area until 1969, so that we have taken the different tack that 
where imports are a primary cause of injury, then the President is 
authorized to restrain those imports for a period of time.

That ought to help the management. If during that period of time 
they are an able management, they should be able to regain their com 
petitiveness and the workers will be helped as temporarily unemployed 
in the same manner that we believe all workers should be helped if 
they are unemployed under the President's proposed unemployment 
insurance bill.

Mr. COLLIER. But since the bill does not indicate relief was due as a 
result of imports that affected the whole industry, why, then, Avould we 
now change the concept so that it would be applicable ?

Regardless of what the Tariff Commission used to determine why 
this 30th company was unsuccessful, why would we change it now ?

Why shouldn't it apply to a whole industry rather than a single 
Company ?



192

Mr. FLANIGAN. Our belief is that granting the Tariff Commission's 
ability to determine whether or not the imports are the primary cause, 
granting that, the workers or in terms of import relief, the industry 
should be granted time to adjust to this import flood and we can fore 
see a situation in which a part, but not all, of an industry would 
suffer.

Mr. COLLIER. Thank you, Mr. Chairman.
The CHAIRMAN. Mrs. Griffiths will inquire.
Mrs. GRIFFITHS. I would like to know, gentlemen, if this power is 

broad enough, if it is granted exactly as you have asked, to take care 
of the tax situation. For instance, Europe, I believe, forgives their 
taxes at the water's edge on the things they export, but we cannot. Will 
this power take care of it ?

Secretary SHULTZ. You are speaking of the value-added tax method 
that they have ?

Mrs. GRIFFITHS. As opposed to our income tax. Yes. Will you be able 
to do something about it or not ?

Secretary SHULTZ. This does not affect the way the value-added tax 
is treated.

Mrs. GRIFFITHS. Will you be able to negotiate under this power the 
right to forgive our income taxes so that we have an even break with 
Europe ?

Secretary SHULTZ. I hadn't conceived of negotiating with other 
countries about the power to forgive our income tax.

Mrs. GRIFFITHS. Why not ? This is one of the biggest impediments 
we have. They are selling their goods to us tax free, and we have a tax 
on ours.

Secretary SHULTZ. You throw me, Mrs. Griffiths. I have been on the 
other side of this issue all the time. I don't think that we want to for 
give taxes to our corporations beyond what we do, which is a different 
proposition in the DISC.

Mrs. GRIFFITHS. They are forgiven on the purchase price. They are 
not going to pay it on the purchase price.

Secreary SHULTZ. I may not be following you exactly.
Mr. FLANIGAN. Mrs. Griffiths, I shared your concern about this 

apparent inequity, and recently asked that a study be made of this very 
difficult issue. The first question I asked is, "What is, in fact, the dif 
ference in the incidence of our forgivable and imposable taxes, our 
taxes that are like the value-added tax," which as you know, are sales 
taxes and/or excise taxes.

Mrs. GRIFFITHS. They don't pay sales taxes. You can forgive that.
Mr. FLANIGAN. Of course, we don't impose that on an export and do 

impose it on an import.
I found that there is a very modest difference in the total imposition 

•of forgivable taxes as between most European countries and this 
country. I would be happy to make that study available to you.

I still think it is a matter which we have to consider, but after look 
ing at the study, I found it was not as major a difference as I had, 
theretofore believed.

[The study referred to follows:]
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Some American businessmen express concern that their competitive positions 
have been disadvantaged because other countries levy consumption taxes on 
imports and grant exemptions or rebates of such taxes on their exports. These 
adjustments are allowed under the provisions of the General Agreement of 
Tariffs and Trade (GATT). The reliance by European countries on the 
Value Added Tax draws special attention to this issue and gives the appearance 
that European countries benefit to the disadvantage of the U.S. From the point 
of view of the U.S., however, the disadvantages are not so great as they appear 
on the surface, and, in addition, there are certain advantages which stem from 
the GATT provisions.
1. Consumption type taxes are also an important component of total U.S. taxes. 

Although the United States does not have a VAT, taxes are imposed at the 
federal, state, and local levels which are similar in effect. Such taxes are imposed 
primarily in the form of state and local sales taxes as well as federal excise 
taxes, such as the federal gasoline tax. The table below presents a comparison 
of the relative importance of consumption type taxes for the U.S. and some of 
our major trading partners. It is interesting to note that the differences in the 
relative importance of total consumption taxes between the U.S. and our major 
European trading partners are not so great as might be expected, given the 
amount of attention that is focused on the highly visible VAT.

Consumption type tames as a percentage of total taxes*

1968-10

West Germany—_——————— 30. 5
France ________————— 35. 8
Belgium ____________—— 36. 5
Italy _________————— 38. 1

1968-70
U.S. ____—____________ 19.0 
Luxembourg ____________ 24. 6 
Netherlands ____________ 26.5 
United Kingdom__________ 29. 8

1 Covering all levels of government.
Source : Revenue statistics for OECD Member Countries 1968—TO.

2. The GATT provisions not only allow other governments, but also allow the 
U.S. federal, state, and local governments to impose sales taxes on goods 
which are imported from abroad.

In the same way that European governments impose the VAT on imported 
goods, the U.S. federal, state, and local government levels impose excise or 
sales taxes on imported goods. If the GATT rules were changed and consump 
tion taxes were not allowed on imported goods, U.S. producers of goods for domes 
tic consumption would then claim that they were at a disadvantage relative to 
foreign producers. For example, a car produced in the U.S. would be taxed at a 1% 
rate in New York while an imported product sold in New York would not be 
taxed at all. To give another illustration, federal excise taxes on alcohol or 
gasoline would not be allowed on imports while at the same time they would 
be charged on domestically produced alcohol and gasoline.
S. The GATT provisions are consistent with the U.S. Federal and State laws.

The U.S. Federal and State laws exempt exported goods from consumption 
taxes. Thus, in effect, there is no difference between U.S. and foreign govern 
ment treatment of exports except in the way that consumption taxes are for 
given on exports. Within the U.S.. consumption taxes by law are not imposed or 
are rebated on exported goods while among the European governments such 
taxes are rebated when the exported goods reach the border.

Mrs. GRIFFITHS. All right. If this power is given exactly as it is asked 
for, will it be used only for American goods directly, or will this power 
be used to help South American goods and African goods?

Mr. FLANIGAN. These powers in total would help South American 
goods and African goods and Asian goods, and goods from other de 
veloping countries in that they would have a preference, generalized 
preference, on entry into this country. We also believe that the way 
we have designed our preference will encourage other developed coun 
tries, Europe and Japan, to improve their preference schemes for goods 
from these developing countries.
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So we do believe this would be of significant benefit to South Ameri 
can and African and Asian countries.

Mrs. GRIFFITHS. You could use the power directly and say to the 
European Community that they have to accept so much South Ameri 
can goods; couldn't you?

Mr. FLANIGAN. They, Mrs. Griffiths, are well ahead of us 011 granting 
preferences to South America, to Africa and to Asia. They have 
already.

Mrs. GRIFFITHS. They are still keeping out a lot of those commodities 
like oranges and grapefruit, and so on; aren't they ?'

Mr./FLANiGAN. They have granted specialized preferences to the 
Medhferranean countries, that is correct, and they are giving special 
preferences to certain of the countries that were their former colonies 
or that are in the Mediterranean basin.

Mrs. GRIFFITHS. But you would use the power to force them to give 
it to everybody ?

Mr. FLANIGAN. We believe that our generalized preferences would 
encourage them to do better.

Mrs. GRIFFITHS. You would anticipate using it in this way; wouldn't 
you ?

Mr. FLANIGAN. We would certainly urge them to be as generous 
as we.

'Secretary SHULTZ. Mrs. Griffiths, we do state that the preferences, 
insofar as entry to this country is concerned, would not be available to 
a country that has a reverse preference with respect to the European 
Community.

Secretary ROGERS. That is of great importance to us in the foreign 
policy field, because if the European Community continued the process 
of granting reverse preferences to African nations, for example, it 
would soon become a trading bloc, discriminatory against us. By pro 
viding that a country will not be entitled to generalized preferences if 
it gives such reverse preferences, the Trade Reform Act of 1973 will 
greatly discourage the construction of trading blocs which discrimi 
nate against the United States.

Mrs. GRIFFITHS. That is not provided, though.
Secretary ROGERS. The Trade Reform Act provides that generalized 

preferences are not available to countries that give reverse preferences.
Mrs. GRIFFITHS. The staff thinks otherwise.
I would like to ask you this: If the power is granted exactly as you 

ask 5 years from today what do you anticipate will be America's 
chief export ?

Secretary SHTTLTZ. Well, it is always hard to predict precisely what 
the flow of products will be even that distance away, but we have had a 
comparative advantage, on the one hand, in agricultural trade, and we 
see no reason why that shouldn't continue to be the case.

Wej have also had a comparative advantage in the so-called high- 
technology products.

Mrs. GRIFFITHS. One of the reasons that it will not continue to be the 
chief export is because this country will be completely concreted by 
that time if we keep on the way we are going, and we won't be able to 
grow anything.

Secretary SHULTZ. It sounds to me like you ought to open Up the 
Highway Trust Fund; is that right ?
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Mrs, GRIFFITHS. No. But proceed. What do you think would be the 
chief export?

Secretary SHTJLTZ. I think just judging from what has been taking 
place, high-technology products, on the one hand, and agricultural 
products on the other, have been the areas where we have had a strong, 
comparative advantage. Now, with the changed exchange rates, with 
the reforms in the trading system that we see here, it may be that 
others will come to the fore and there may be things invented that we 
don't conceive of right now.

Mrs. GRIFFITHS. If agricultural products would be one of our chief 
exports, what do you think will happen to the American price to 
Americans ?

Secretary SHTJLTZ. We think that we have a situation right now 
where, with the markets abroad opening up, and with the prospects, 
if we can negotiate it, for them opening up further, that we can re 
arrange our agricultural policy so that our farmers will have high 
incomes based on a higher amount of production with reasonable 
prices rather than always looking toward restriction in the amount 
produced in order to maintain prices as a method of maintaining 
income.

So we do not see that these two objectives are incompatible. We 
have a lot of unused productive capacity in agriculture that can be 
put to use.

Mrs. GRIFFITHS. Then you are going to change the agricultural 
program completely; is that it ?

Secretary SHTJLTZ. There are proposals, as you know, being debated 
now in the Congress as to what sort of farm bill you want to bring 
out this year. We have made a lot of moves within the framework of 
what can be done administratively this year.

Over 40 million acres that were set aside last year have been 
released for planting this year, just in an effort to take advantage 
of the situation that your question points up. 

Mrs. GRIFFITHS. Thank you very much. 
The CHAIRMAN. Mr. Broyhill will inquire.
Mr. BROYHILL. Mr. Secretary, as you can see, we are operating 

under the 5-miiiute rule in order to give all Members an opportunity 
to ask questions.

Secretary SHULTZ. I get the message.
Mr. BROYHILL. Of necessity, sometimes a witness has to take a 

little longer in answering a question, which can make it difficult for 
a questioner to stay within the rule and still get his questions asked. 
Therefore, I hope you will bear with me if I apply the Broyhill 
modification of the 5-minute rule and ask three questions first, and 
then you can respond to them.

First of all, while I realize that lowering of revenue is not the 
purpose of this legislation, it may be the basic reason why it is before 
this committee for consideration. Therefore, my question is: Is the 
revenue involved in this legislation of any real significance?

Here is why I ask the question at this time. As you know, we have 
a Joint Study Committee on Budget Control which has made a recom 
mendation that the Congress exercise some self-restraint by adopting 
concurrent resolutions limiting the amount of appropriations Con 
gress could make in any one year, within certain rigid revenue levels.
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I am wondering about the potential impact this legislation might have 
on these self-restraints which we are considering.

The second question is this:
Mr. Flanigan, can you give us some examples of nontariff barriers 

used by other countries, naming each country, and telling us what you 
would be able to do to offset the barriers if this legislation were 
approved ?

Third, we have heard a lot of dire predictions about a $20 billion or 
$30 billion a year deficit in the balance of payments because of the 
shortage of oil in the next few years. Will this legislation give you any 
authority to help build up some offsetting imports to protect us in the 
event this happens ?

Those are my three questions. I hope you can answer.
The CHAIRMAN. The gentleman's time has expired. Without objec 

tion, we will allow the witnesses to answer.
Secretary SHTJLTZ. Question 1 was directed at me. I will comment 

on that, and perhaps on Question 3.
I think as far as revenues are concerned, any impact would be slow 

in unfolding, so that it isn't as though, as a result of either changes in 
tariff schedules or changes in the tax system, there would be some 
major revenue swing next year and the year after that. So I don't 
think that in any immediate sense there is a revenue problem. As a 
matter of history, in the past when we have cut tariffs, trade has ex 
panded and revenues have actually increased.

As far as the balance of payments in oil is concerned, I think that 
the energy situation is a matter of great significance to us. We have 
examined the oil import program, changed it quite significantly, and 
are undertaking a major program, or putting before the Congress a 
major program to improve our ability to provide ourselves with energy.

A lot of that involves domestic prices. It involves our environmental 
restrictions as well as things having to do with the import of oil. Of 
course, when you speak of the subject in balance-of-payments terms as 
distinct from trade, as such, then one has to ask about the extent to 
which the oil-producing countries will import, and we know there are 
limitations to that, and to the extent that they accumulate reserves. 
What will happen to those reserves ? Will they be invested ? Will their 
investments be welcome, and in that manner, will a balance-of-pay 
ments problem resolve itself ?

But I think from our standpoint, our basic thrust should be to do 
those things in research and development, in examining pricing ar 
rangements, environmental arrangements, so that we can have a strong 
energy base here in the United States.

As far as I can see, there is no reason, over a period of time, why 
we cannot solve this problem, but we are going to have to work hard 
on it.

Mr. FLANIGAN. With regard to nontariff barriers, Mr. Congressman, 
quotas, of course, are a major form of nontariff barrier. Another that 
is particularly effective is the so-called variable levy system in the 
European Community that restricts our exports to them of more feed 
grains. We feel that there is a very substantial potential for feed grain 
exports to the Community.
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In addition, Japan has quotas on the amount of our agricultural 
products that they will accept from us. Japan has currently—although 
they are modifying it, and have had for some time—a quota limitation 
on computer hard goods from us. They have the second largest com 
puter industry in the world, and yet justify these restraints on the 
basis of it being an infant industry.

When we go to buy computers here, even a little minicomputer, 
many of them will have been made in Japan. Many nations practice a 
national purchasing policy on the part of the executive branch of those 
governments. We feel that these practices damage us, particularly to 
the extent that in many of these nations, the governments control 
a broader sector of the economy than is the case here.

Those are three or four major nontariff barriers that concern us.
The CHAIRMAN. Mr. Eostenkowski.
Mr. ROSTENKOWSKI. Thank you, Mr. Chairman.
I have a question. I will probably use the Broyhill doctrine in this 

question.
The CHAIRMAN. Just because he found a loophole, I don't want all 

others to do so.
Mr. ROSTENKOWSKI. I have a question concerning some of the Presi 

dent's authority that, in my opinion, is not included in the bill.
As I recall, the oil import program is administered under section 

232 of the national security provision, where the President can take 
action to adjust imports so that they won't threaten to impair the 
national security. Now, as I understand the recent action taken by the 
President, he terminated the old import quota system, which helped 
to get us into the short supply situation we find ourselves in now, 
suspended the regular tariff duties, and reimposed new tariff duties 
based on a licensing system. **•

Could you explain to me how the President can (1) terminate a 
program based on the national security provision, and institute a 
new program without the investigation required by law; (2) suspend 
a tariff rate when that usually takes an act of Congress, unless such 
authority is specifically delegated; and (3) impose other tariff quotas 
based on a licensing system without an act of Congress or without any 
due process for the U.S. consumer?

I am interested in your answers because you are asking for a lot 
of authority in the bill, and I would like to know just how much 
authority you think the President already has.

Secretary SHTJLTZ. We are advised by the lawyers—and this was 
looked into carefully and we can provide you with the material—that 
the actions taken in changing the mandatory oil import program were 
properly done within the framework of the act that you cited. That 
was the act under which the program was put into place in the first 
place, and it is under that authority that the program that was put 
there was changed.

Now. insofar as examination 'of the subject is concerned, I can bear 
testimony to a considerable amount of effort in that regard. There 
was a Task Force on the Oil Import Program of which I was the 
chairman, and Secretary Rogers was a member.

Back in 1969 and 1970, we took a tremendous amount of public 
submissions on the record, and rebuttals of submissions, and so forth,



198

and all of that material has been available and was restudied. I think 
everyone would agree that our energy situation has changed fairly 
substantially, and it seemed quite apppropriate and proper to re 
arrange the oil import system in a manner that addresses itself to 
the problems of the future.

Mr. KQSTENKOWSKI. I do not disagree with you, I am just looking 
for the authorities.

Secretary SHULTZ. The authority, I 'believe, is in thai act, but I can 
submit for the record, if I may, Mr. Chairman, the statements of the 
lawyers about that. We did look into that question.

The CHAIRMAN. Without objection, that will be included in this 
morning's record.

[The material follows:]
LEGAL AUTHORITY FOE PRESIDENTIAL PROCLAMATION 4210 MODIFYING THE 

MANDATORY OIL IMPORT PROGRAM
Proclamation No. 4210, 38 Fed. Reg. 9645 (April 18, 1973), modified the existing 

quota system for restricting imports of petroleum and petroleum products. Essen 
tially, it will gradually eliminate the quota system and replace it with a system 
of fees. The proclamation also suspends as of May 1, 1973, the statutory tariff on 
petroleum, natural gas and products derived therefrom listed in Schedule 4, 
Part 10 of the Tariff Schedules of the United States.

The President's authority for the issuance of Proclamation No. 4210 derives 
from his statutory responsibility under section 232 of the Trade Expansion Act 
of 1962,19 TJ.S.C. 1862, to modify existing proclamations issued under that author 
ity in order to meet changing circumstances. Section 232 authorizes the President, 
upon being advised by the Director of the Office of Emergency Preparedness that 
a particular article "is being imported into the United States in such quantities 
or under such circumstances as to threaten to impair the national security," to 
"take such action, and for such time, as he deems necessary to adjust the imports 
of such article and its derivatives so that such imports will not so threaten to 
impair the national security."

Both the language and legislative history of this section support the President's 
power to terminate or modify previous actions taken pursuant to its authority as 
changing circumstances may require. In addition, both clearly indicate that the 
President possesses the power to adjust imports under section 232 through the 
use of license fees as well as quotas. Finally, we believe that the President's 
broad powers to modify action taken under section 232 in the light of changing 
circumstances include the authority to suspend tariffs where required to insure 
the proper operation of a substitute system of adjusting imports.

Each of these legal arguments is more fully developed in the attached legal 
opinion by the Office of Legal Counsel of the Department of Justice.

Attachment.
DEPARTMENT OF JUSTICE, 

Washington, -B.C., May 11, 1913. 
Hon. WILLIAM E. SIMON, 
Deputy Secretary of the Treasury, 
Washington, D.C.

DEAR MR. SIMON : This is in response to your request for our views as to the 
legal basis for the President's recent modification in the Mandatory Oil Import 
Program (established in 1959 by Proclamation No. 3279), made by Proclamation 
No. 4210. April 18,1973.

Proclamation No. 4210 is based on section 232 of the Trade Expansion Act of 
1962, 19 U.S.C. 1862 and its predecessors frequently referred to as the National 
Security Amendment. It will transform over a period of seven years the present 
quota system of controlling the importation into the United States of petroleum 
•and petroleum products to a fee system designed to encourage the increase of 
domestic production and refinery capacity. The gist of the modification is as 
follows: Beginning May 1, 1973, petroleum and petroleum products niay be im 
ported in excess of the quota against the payment of a license fee which will rise 
gradually over a period of 2% years. The quota will be phased out over a period of 
seven years, thereby increasing gradually the proportion of imports on which
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the license fee lias to be paid. The fees are to be refunded to the extent that im 
ports have been incorporated into petrochemicals and finished products subse 
quently exported, or that asphalt is produced therefrom. The Secretary of the 
Interior may make allocations not subject to the license fee to persons who export 
finished products and to new, expanded, or reactivated refinery capacity and 
petrochemical plants. The proclamation also suspends as of May 1, 1973, the 
present tariff on petroleum, natural gas. and products derived therefrom listed 
in Schedule 4, Part 10 of the Tariff Schedules of the United States.

The President's authority for the issuance of Proclamation No. 4210 is derived 
from his statutory responsibility under section 232 to modify existing proclama 
tions issued under that authority in order to meet changing circumstances. Sec 
tion 232 is derived from the Trade Agreements Extension Act of 1955, 69 Stat. 
106, commonly referred to as the National Security Amendment. The statute 
provides that if the Director of the Office of Emergency Preparedness (OEP), 
as the result of his investigation, is of the opinion that an article is being imported 
into the United States in such quantities or under such circumstances as to 
threaten or impair the national security, he is promptly so to advise the Presi 
dent. Thereupon the President, unless he determines to the contrary—

"shall take such action, and for such time, as he deems necessary to 
adjust the imports of such article and its derivatives so that such 
imports will not threaten to impair the national security."

In the early part of 1959 the Director advised the President that crude oil 
and its principal derivatives and products were being imported into the United 
States in such quantities and under such circumstances as to threaten to impair 
the national security. The President thereupon issued Proclamation No. 3279 
of March 12, 1959, entitled "Adjusting Imports of Petroleum and Petroleum 
Products into the United States." The basic thrust of that proclamation is the 
establishment of a quota system limiting imports of petroleum and petroleum 
products into the area east of the Rocky Mountains to approximately 12.2% of 
domestic production, while imports into the remaining contiguous States are to 
be kept at the difference between estimated demand and estimated production.

It is, then, the original proclamation, No. 3279, which the instant proclamation 
has modified. Section 232 of the 1962 Act is simply an embodiment of various 
predecessor statutes, upon which the original 1959 proclamation was based. The 
legislative history of the predecessor legislation demonstrates that the Presi 
dent's responsibility is of a continuing nature and that measures taken by him 
can be appropriately adjusted, as has been done in Proclamation No. 4210, to 
meet changing circumstances.

The Conference Report on the Trade Agreements Extension Act of 1955, 69 
Stat. 162, which enacted the National Security Amendment, refers to It as 
follows:

"It is also the understanding of all the conferees that the authority 
granted to the President under this provision is a continuing authority 
and that prior action taken under this provision may be modified, sus 
pended, or terminated in the light of changed circumstances." (Emphasis 
added.) H.R. Rep. No. 745, 84th Cong., 1st Sess. 7 (1955).

In explaining the report on the floor of the House of Representatives, Con 
gressman Cooper, who was in charge of the bill, pointed out:

"The President would not only retain flexibility as to the particular 
measure which he deems appropriate to take, but, having taken an action 
he would retain flexibility with respect to the continuation, modification, 
or suspension of any decision that had been made. This, too, is clearly 
spelled out in the conference report." 101 Cong. Rec. 8160-8161 (1955).

Accordingly, if the President concludes that as the result of changed circum 
stances, the import quota system provided for in Proclamation No. 3279 is no 
longer capable of achieving the national security objective of section 232, he 
clearly is vested with the power, if not indeed the duty, to adjust the situation 
to those changes in circumstances.

The President's power to impose a license fee is supported by the language 
of section 232 and by its legislative history, both of which indicate a legislative 
purpose of conferring extremely wide powers on the President. The section 
provides that the President shall "take such action as he deems necessary to 
adjust the imports of such article[s]." This broad language is consistent with

96-OOG—73—pt. 1———15
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the flexibility of action mentioned in Congressman Cooper's statement. According 
to the pertinent Senate Report (S. Rep. No. 232, 84th Cong., 1st Sess. 4 (1955)), 
the President was to have the authority to take "ivhatever action is necessary 
to adjust imports." (Emphasis added.) The Senate debate spelled out in greater 
detail the various means through which the President was empowered to 
accomplish the purposes of the statute. Senator Barkley thus stated that the 
President can—

"impose such quotas or take such other steps as he may believe to be 
desirable in order to maintain the national security." 101 Cong. Rec. 5293 
(1955).

'Senator Millikiu J explained that the President may use—
''tariffs, quotas, import taxes, or other methods of import restriction." 
101 Cong. Rec. 5299 (1955).

Senator Bennett, also a member of the Senate Finance Commmittee, com 
mented on the adjustment language and the stockpiling program then adminis 
tered by the Office of Defense Mobilization, and referred to—

"the entire scope of tariffs, quotas, restrictions, stockpilings and other 
variations of these programs." 101 Cong. Rec. 5588 (1955).

In commenting on the 1955 Conference Report, the White House advised the 
Chairman of the Senate Finance Committee that in its view Presidential action 
"could take any form that was appropriate to the situation." 101 Cong. Rec,. 
8342 (1955). The courts have also noted the breadth of the authority conferred 
upon the President by the statute. In Pamcoastal Petroleum, Ltd. v. Udall, 348 
F.2d 805, 807 (D.C. Cir. 1965), the Court of Appeals for the District of Columbia 
Circuit stated: "The law confers discretion on the President in broadest terms."

The legislative history shows that Congress intended to incorporate in the 
President's authority under the National Security Amendment the power to 
impose monetary measures, including tariffs and import taxes, if necessary 
to accomplish the statutory purpose of adjusting imports,

In our view, the President's powers authorize him not only to impose a license- 
fee but also to suspend existing tariffs. It is true that neither the statutory 
language nor the legislative history contains any specific reference to suspend 
tariffs, and, concededly, it seems to have been generally anticipated that the 
President would use his authority under section 232 to increase rather than 
to reduce import restrictions. In this area, however, it is not unreasonable to 
assume a congressional awareness that in appropriate circumstances grant of a 
power to modify a tariff includes not only the power to increase it but also the 
power to decrease or suspend it. if the President is to possess the authority 
required to meet the varied situations which are bound to occur.

In this connection we note that section 336(a) of the Tariff Act of 1930, 19 
U.S.C. 1336(a), the "Equalization of the Cost of Production" provision, au 
thorizes the President to increase or decrease the tariff rate, although the basic 
purpose of the section concerns an increase in such rates. Conversely, the Recip 
rocal Trade Agreement Act of 1934 and the Trade Expansion Act of 1982, while 
primarily designed to lower tariff rates, also authorize the President to increase 
them. See 19 U.S.C. 1351 (a) (2) (A) ; section 201 (b) (2) of the Trade Expansion 
Act, 19 U.S.C. 1821 (b) (2). The reason for giving the President the power to 
raise tariff rates as well as to lower them is that it might be necessary to balance 
a step taken in one direction by taking another in the opposite direction. For 
example, trade agreement negotiations may make it necessary to make a large 
tariff concession on one article; in that case the equilibrium may be restored by 
raising the tariff on another.

Similar considerations forcefully indicate that the President's broad powers to 
modify action taken under the National Security Amendment in the light of' 
changing circumstances include the authority to suspend tariffs where required 
to insure the proper operation of a substitute system of adjusting imports.. 
Similarly, thhe President could have originally imposed a quota sygtem on oil 
imports and at the same time lowered the tariff if he believed that this combina 
tion was necessary to adjust imports in order to accomplish tlie statutory 
purpose.

1 Senator Milllkin's views arf entitled to special weight s'nce he was the rankin"- 
minority member of the Senate Finance Committee which had added the National Se"uritv- 
Amenclment to the House bill. ^umy
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We therefore conclude that the President's broad basic authority under the 
National Security Amendment, as well as Ms continuing responsibility to adjust 
actions taken under that Amendment to changing circumstances, empowered him 
to modify the oil import program in the manner provided by Proclamation No. 
4210.

Sincerely, ROBERT G. DIXON, JK.,
Assistant Attorney General, Office of Legal Counsel.

The CHAIRMAN. Mr. Chamberlain will inquire.
Mr. CHAMBERLAIN. Thank you, Mr. Chairman.
Mr. Secretary, we are all aware that we have had an imbalance 

in our trade for some time, and we have read about this in many 
publications.

I am wondering if at this point in the record we could have a little 
historical background as to what this balance has been in the past.

Secretary SHTJLTZ. Balance of payments or balance of trade?
Mr. CHAMBERLAIN. Well, both
Secretary SHTJLTZ. There are all sorts of definitions, as you know. 

On the balance of trade account, it was about $7 billion. In the so- 
called official reserve transactions balance, which is the one that is 
referred to a great deal, last year it was about $11 billion.

Mr. CHAMBERLAIN. Where does this deficit originate ? Where does 
it come from ? I am sure you have analyzed this.

Secretary SHTTLTZ. Yes. We can look at the various components 
that make up the balance of payments.

Mr. CHAMBERLAIN. That is what I am asking.
Secretary SHTJLTZ. So you start out with the merchandise trade area 

and look at the exports and the imports, and you can look at them 
by country, by section of the world, by developing countries, developed 
countries, and you can get quite a lot of information about product 
categories.

Mr. CHAMBERLAIN. Do you have them by country available now for 
our record purposes ?

Secretary SHTJLTZ. We have a very interesting table that has been 
helpful to me in understanding this which we could put in the record 
that just takes the years 1971 and 1972. Other years could be gotten. 
It goes through all of the different items—exports, imports, military 
sales and expenditures, investment income receipts and payments, 
travel.

We have a big negative balance on tourism. Then government 
grants, government capital flows, private direct investment abroad, in 
vestment here, and so on.

It does that by those items and gives you a picture on a global basis 
in terms of the European Community, Japan, Canada, other developed 
countries, developing countries, and Eastern Europe. So that gives 
you a breakdown and we could put that table in the record if that 
would be what you want.

The CHAIRMAN. Without objection, it will be included in the record 
at this point.

[The tables referred to follows:]
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Mr. CHAMBERLAIN. Thank you very much. I will look forward to 
reviewing that further.

The other question which occurs to me is that you made reference to 
the increased effort by some of our trading partners, particularly in 
the NATO area, in providing for their own defense and doing more 
to support themselves. I am wondering if you are satisfied that every 
thing in this area is being done that could be done.

Secretary EOGEES. Mr. Chairman, I think the answer to that has to 
be no. We think more should be done, and we are constantly discussing 
this with our allies. They have done a good deal, and they all have their 
•own domestic problems. There is a limit to what they can do, and as I 
:say, they have contributed.

Now, I think in the last year they have increased their military con 
tribution by $1 billion. So the answer is, we are quite aware of the fact 
that we think we have been carrying more of the burden than we should 
have and we have done what we think we can do to put pressure on 
those governments to do more. They have done a good deal more and we 
hope we will be able to convince them to do more in the f uture._

Mr. CHAMBERLAIN. Mr. Secretary, let's look on the other side of the 
world. For example, how does the expenditure of our tax dollars in 
this country for national defense purposes compare with the expendi 
ture of Japan, say, for national defense purposes there ?

Secretary ROGERS. Of course, ours is considerably greater than 
Japan's,

Mr. CHAMBERLAIN. Do you have the figures, Mr. Secretary ?
Secretary ROGERS. I don't, offhand. I could get them.
The CHAIRMAN. Without objection, the answer will appear in the 

record.
[The information referred to follows:]

DEFENSE EXPENDITURES AND NATIONAL ECONOMIES

Defense 
expenditures

Total 1972 Defense as percentage
defense expenditures of 1972

expenditures as percentage national
(millions) of!972GNP budget

'United States i__ __ ...........................
Japan 2 ___ .. ___ -. - _.
•Canada. _ ., ... __ ...... .. _ __
United Kingdom-.., __ ________ __ .
Federal Republic of Germany...... . ... 
France ______ . __ ______ __ ..
•Italy...... .................................... ..
getherlands_-. ...................... ___ ...
Nelgium ..... — ... __ ___ ___ ____ .
Luxembourg ———— —— ,._.. _ .__ __ —— ...
Denmark. __ —————— -- _ __ .._. _ ——— ...
'Eire.......— —-———..-.._„..———..

$77,700
, ... .... 2,598
. ... — . 2,126

8, 770
8 160 

. ....... . 6,960
.-. — - — . - 3,247

1,600
999

................. 12

.-. — .—....... 457

................. 69

6.9
.8

2.5
5.8
3.1 
3.1
2.9
3.3
2.9
1.0
2.3
.9

31. L
7-0

11.5
15.0
23.1 
17.0
11.8
13.1
8.6
3.0
6.9
4.2

i From the statement of Secretary of Defense Richardson before the Senate Armed Services Committee on the fiscal year 
1974 defense budget. 

* Prepared from data supplied by the Japanese Ministry of Foreign Affairs. All other information supplied by Bureau
•of Intelligence and Research, Department of State. Budget data and actual defense expenditures were used; the data 
represent the best information available at present, but are not always statistically comparable due to variance in national 
.accounting procedures.

Secretary ROGERS. Ours is about 6 percent of GNP. I don't know
•what theirs is.

Mr. CHAMBERLAIN. What about the tax dollar ? 
Secretary ROGEES. I don't have the precise figures.
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Mr. CHAMBERLAIN. We would appreciate that.
Secretary ROGERS. Let me say in that connection that we have to 

keep in mind that we encouraged Japan after World War II not to 
spend a lot of money on armaments.

Mr. CHAMBERLAIN. I am well aware of that.
Secretary ROGERS. We even encouraged them to write a provision in 

their Constitution prohibiting expenditures for overseas military 
power. We discouraged them from any nuclear development, and we 
have encouraged them to sign the NPT.

So when we encourage Japan to spend more of their tax dollar for 
defense purposes, we have to keep these things in mind, and also have 
to keep in mind the attitude of the other governments in the area, 
because there is some concern about whether it would be wise to have 
Japan embark on a large militarization program.

As you know, they have increased their expenditures to some extent 
gradually over the years, and I think they will continue to do that.

Mr. CHAMBERLAIN. Mr. Secretary, I have been advised that my 
time is up.

I would just make this final observation: that I think that we will 
all have to concede that they have been living under our defense 
umbrella during that period, and I think that in any trade negotia 
tions that are had, and any discussion of balance-of-payments prob 
lems and trade deficits, this should definitely be taken into considera 
tion by our negotiators.

Secretary ROGERS. Yes. That is correct.
The CHAIRMAN. Mr. Landrum will inquire.
Mr. LANDRUM. First, Secretary Rogers, on page 4 of your formal 

statement, I read a very interesting and I think true sentence.
I believe that I've seen its essence in other places but I noted or 

thought I noted that you deleted that from your statement and I 
wondered if there is some reason for leaving out the statement from 
Sir Christopher Soames that the European Community. ". . . has 
made clear that trade negotiations will be at the center of the Com 
munity's future relations with the United States."

Secretary ROGERS. No; I didn't intend to leave it out. It was an 
oversight.

Mr. LANDRUM. I thought so but I wanted to preface my question on 
Sir Christopher's statement.

To what extent would our negotiators be handicapped in dealing 
with Sir Christopher and his representatives from the Common Mar 
ket with only the authority we now have ?

Assume that these extensions of power or authority are not granted. 
To what extent would we be handicapped in dealing with the Euro 
pean Economic Community ?

Secretary ROGERS. I am glad you asked that question because it bears 
directly on the rationale for our request.

We have been advised by Sir Christopher Soames and by foreign 
ministers of all of the nations that I have talked to. as well as the 
European Community Commissioners themselves that if the Presi 
dent or our negotiator does not have adequate authority the negotia 
tions probably would be meaningless.

They point out that otherwise the negotiations will become mere 
discussions.
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We have been urging the Japanese and the Europeans to join us 
in these negotiations because we believe the current trading system 
is not as fair as it should be and we think changes should be made.

So, we have been urging them to have these negotiations, as you 
know, because we think it is in our interest. They tell us, "If your nego 
tiator comes to the table with no authority, it really makes no sense." 
Although they don't say it publicly their feeling is:

It won't work. We can't have negotiations unless you have a negotiator, and 
you can't have a negotiator unless you give Mm the necessary authority.

We have tried in the bill to take into account the points that Mr. 
Ullman and Mr. Burke and some other Members have made, to grant 
sufficient authority so that our negotiator will be able to negotiate 
while still taking into account the very real interests that Congress has 
in this whole important area.

Mr. LANDRUM. So what these people are telling us and what Japan is 
saying also is that.

Under the present system if you send a negotiator to us, all he can do is listen 
to our side and go home and ask papa whether he could do something";
is that right?

Secretary ROGERS. That is right.
They say he is just a discusser, not a negotiator.
Mr. LANDRUM. One other question, and I believe I will direct that 

to Mr. Flanigan.
I would like to ask, at the risk of being labeled a peanut politician, 

under the nontariff barrier authority requested, do you contemplate 
any agreement that would require a change in section 22 of the 
Agricultural Adjustment Act, which would eliminate the import 
quota on dairy products or peanuts ?

Mr. FLANIGAN. Congressman, certainly it isn't our intention to go to 
the negotiating table and suggest the elimination of those quotas but 
I think this would be unrealistic if we were to successfully negotiate 
the quotas that others have against our agricultural products to ex 
pect that they wouldn't at least bring up our own products.

We would expect that any such changes would be phased in over a 
very long time.

As you know, the minimum for tariff changes is 5 years and any 
change would be phased in over a long time but most importantly 
any such changes would have to come back here to the Congress fen? 
approval.

We are not asking for advance authority to make those changes.
Mr. LANDRTJM. Under that there would be a total of 90 days or 6 

months ?
Secretary EOGERS. There would be a total of 6 months, 90 days before 

the agreement is signed and another 90 days afterward.
Mr. LANDRUM. I believe this question might go to any of you, but I 

think perhaps it should go to Secretary Shultz.
With regard to the foreign tax credit, I wonder if there is a pos 

sibility that what you propose may not be a locking-in of the big fel 
lows who already are operating in that field and locking out the small 
independent operator thinking principally in terms of the oil industry.

Secretary SHTTLTZ. I don't think particularly so. I thought perhaps 
your question referred to those who are there say in the provision on
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run-away plants or tax holidays; they are there and it would affect new 
investment.

It would also affect any expansions of the plants of those who are 
there but I think this is by way of simply recognizing that people* 
made investments under understood conditions and we are not chang 
ing the conditions of those investments as they presently exist.

Mr. LANDRTJM. What you say, then, is that you will not be hurt ?
Secretary SHULTZ. The idea is to get away from the use of the tax 

system by other countries to attract investment away from the United 
States, and, with respect to the oil case which you mentitoned par 
ticularly in connection with the other tax changes that we recom 
mended, and which we discussed in this Committee last week, to try 
to change a little bit the incentives for drilling at home instead of drill 
ing abroad and for drilling exploratory wells as distinct from produc 
tion wells.

So taken altogether we tried to make that move and that is connected 
with the question asked by Mr. Broyhill about energy problems.

That is an example of something directed at that point.
Mr. LAKDEUM. Thank you very much.
The CHAIRMAN. We will have to adjourn now and resume at 2 o'clock.
If you will be back in this room at 2 o'clock, without objection the 

committee adjourns until 2 o'clock.
[Whereupon, at 12:15 p.m., the committee was recessed to recon 

vene at 2 p.m.]

AFTERNOON SESSION
The _CHAIR:MAN. Mr. Pettis, I believe it is your time to inquire. Mr. 

Pettis is recognized.
Mr. PETTIS. Thank you, Mr. Chairman. Earlier today I submitted 

to Mr. Flanigan a number of questions. They are technical in nature. 
I do not wish for him to answer them now.'l know he may have the 
answers but I would like to have them for the record so that the com 
mittee might have them for their deliberation on the bill.

So at an appropriate time, I would like to have Mr. Flanigan submit 
answers to those questions.

The CHAIRMAN. Without objection, they will appear in the record 
at this point.

[The information referred to follows:]
Question 1. Does the United States still believe in the Most Favored Nation principle expressed in the fieneral Agreement on Tariffs and Trade?
Answer. The Administration continues to believe in an unconditional most 

favored nation principle. It is the cornerstone of the GATT and is applied not 
only to customs duties and other charges, but more broadly to "any advantage, 
favor, privilege or immunity granted by any contracting party to any product 
originating in or destined for any other "country." MFN provisions in the GATT, 
for example, apply to movie films, internal mixing requirements, transit of goods, 
marks of origin, quantitative restrictions, international trade by state enter 
prises, and measures for goods in short supply.

The Administration believes that adherence to unconditional MB^N offers 
several essential advantages. In principle it promotes economic efiiciency by assur 
ing equal market access to foreign suppliers; it eliminates a source of discrimi 
nation and contention between governments; it provides a stable basis for trade 
concessions, reducing export risks: it aids multilateral trade negotiations by 
reducing their complexity and by providing assurance that more favorable treat-
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ment which might be extended to any country will be extended to all; and it 
reduces the cost of customs administration by permitting single-duty rates and 
eliminates the need for rules of origin determination.

2. Does the United States continue to take the position that the tariff prefer 
ences granted by the EEC to Mediterranean countries on citrus are illegal and 
damaging U.S. citrus exports?

3. Although some minor concessions have been obtained on citrus -from the EEC, 
the EEC's violation of the Most Favored Nation principle remains unresolved. 
Does the United States plan to take action against the EEC unless a resolution 
of this long outstanding problem occurs shortly?

4. Does the United States expect to obtain a reduction of the EEC duty on fresh 
citrus during the course of the SJf :6 negotiations now in progress in Geneva?

8. The Special Representative for Trade Negotiations in 1971 testified before 
the Senate Agriculture Subcommittee on Exports that the entire cabinet was in, 
agreement that the tariff preferences granted by the EEC on fresh citrus to cer 
tain Mediterranean countries were illegal under GATT and damaging U.S. fresh 
citrus exports. Is this stil Ithe Administration's position?

9. What action is being taken now to insure that the European Economic Com 
munity restores Most Favored Nation treatment to the United States on fresh 
citrus?

Answers 2, 3, 4, 8, 9. The Administration continues to take the position that 
the tariff preferences granted by the EC to Mediterranean countries on citrus 
are illegal and damaging U.S. citrus exports. These agreements provide for tariff 
reductions on EC imports from these countries of fresh oranges and fresh lemons. 
The reductions range from 40 percent of MEFX duty to SO percent. Tlie U.S. posi 
tion consistently has been that United States citrus is entitled to tariff treatment 
no less favorable than that provided citrus from other supplying countries. This 
is still our position- 

As a result of the United States' continuing efforts to resolve the issue of 
tariff preferences on citrus, the European Community agreed unilaterally to 
reduce the common external tariff on oranges from 15 percent to 5 percent during 
the U.S. peak marketing season (i.e., .Tune-September) in 1072 and 1973. For 
grapefruit the duty was reduced from 6 percent to 4 percent beginning April 1, 
1972 and continuing until December 31, 1973.

The Trade Information Committee met on April 10-11, 1973, to hear from 
various industries what they would like the United States to try to negotiate 
during the course of the GATT Article XXIV :6 negotiations. The citrus industry 
was among those who expressed their interest in having the U.S. request a reduc 
tion of EEC duties during these negotiations. We, of course, are taking the 
requests of all those testifying into account in making our requests to the Com 
munity. At the time, in fact, our negotiator for the Article XXIV :6 negotiations 
returned to Washington to hear first hand the concerns and desires of the various 
industries. The Administration's goal continues to be secure for U.S. citrus 
exports tariff treatment which is 110 less favorable than the tariff treatment 
granted to other citrus supplying countries. In our future negotiations with the 
EC, \ve intend to use every opportunity to press our case on citrus.

5. Why do the .Japanese e.rpcct to be able to continue to export their goods to 
this country when they prevent by quota the importation of fresh oranges into 
their country?

fi. Since the quota preventing the importation of fresh oranges into Japan 
is illegal, the United States should not pay for its removal. Is it fair and reason 
able to expect that the (inota on fresh oranges will be removed prior to author 
ising new trade negotiations?

13. What action is the United States taking to persuade Japan to liberalise the 
imports of fresh, oranges?

l-'i. Japan is anticipated to be an excellent marlfct for the sale of U.S. fresh, 
oranges if Japanese quotas are removed. Fresh Japanese mandarin oranges are 
allowed, to be sold in five states—Haicaii, Washington, Oregon, Idaho and 
Montana—here in the United States. Why does Japan assume it can sell its 
oranges in tJie United States ichen it prevents the sale of fresh oranges in Japan?

Answers 5. 6, 13, 14. Japan maintains quantitative import restrictions in 
consistent with its GATT obligations on fresh oranges. While quota allocations 
were increased sharply in 1972 (see attachment), the restrictions still severely 
limit U.S. exports of oranges to Japan. These restrictions have been the subject 
of numerous discussions between the United States and Japan. The discussions
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have resulted in periodic enlargement of the quotas, but the Japanese Govern 
ment has been under intense pressure from Japanese citrus producers to main 
tain the restrictions.

The Japanese citrus crops consists almost entirely of Mikan oranges (92 percent 
of citrus production) which are harvested in the period October-March, and the 
so-called "Summer orange" (7.8 percent of production) which are harvested in 
the period February-April. Large plantings of Mikan orange trees during the 
1960's as a part of the Japanese rice diversification program have brought about 
a large current surplus of fresh Mikans. Because of their poor storing and process 
ing qualities most of them must be sold fresh. This year's crop is 3.3 million metric- 
tons, up 32 percent over last year's crop.

The United States seeks the total elimination of the quantitative import 
restrictions. However, in recognition of the resistance in Japan to import 
liberalization, the United States has proposed seasonal liberalization as a first 
step during the period when Japanese Mikan oranges are not marketed. This 
period would be during the mouths of May-October. The Japanese Government 
has been considering this proposal, but is inhibited by strong opposition from 
Japanese farmers to any form of liberalization.

The United States Government believes that while Japanese imports of oranges 
would increa.se by sizeable amounts in the absence of quota restrictions during 
the May-October period, they are unlikely to have significant effects on Japanese 
citrus farmers. This question will be pursued during the Cabinet-level bilateral 
discussions in Tokyo next month.

7. Would tfte Administration think it fair for this Committee to watch tlie
•progress, or lack of it, lieing made during the <H :<1 negotiations in Geneva before 
determining whether or not to authorise new negotiating authority?

12. If the EEC is not willing to negotiate fairly in Geneva at the present time,
•is flint not a good indication that the NEC will not negotiate fairly in the proposed 
multilateral trade negotiations this September?

Answers. 7, 12. The GATT negotiations currently in progress in Geneva are 
primarily of a technical nature—determining the impairment and consequent 
concessions to U.S. trade as a result of EC enlargement. The U.S. stands to gain 
concessions in EC tariff schedules by rights which we hold in the GATT, not 
specifically through any "fairness" on the part of the Europeans. The negotia 
tions concern not so much problems of fairness as they do differing perceptions 
of the obligations among trading partners under the GATT. Furthermore, we 
have vigorously insisted that the present negotiations in Geneva and the multi 
lateral trade negotiations (MTN) schedules for this fall be separate and distinct. 
Our reasoning arises from the specific nature of the changes in our bilateral 
trade patterns which in themselves merit a reasonable solution under GATT 
Article XXIV: 6, and is distinguishable from our longer term objective of 
pursuing a more open and fair world trading system. Objectives at stake in the 
GATT Article XXIV : 6 negotiations are of a contemplorary and technical nature, 
whereas MTN" will establish a future trading system designed in part to facilitate 
more equitable trading and monetary relationships. The authorities called for 
in the pending legislation would make possible the development of a system 
wherein problems similar to those experienced in the XXIV: 6 negotiations
•could bp dealt, with more expeditiously. Still, although present GATT Article 
XXTV: 6 negotiations have been delayed by procedural discussions, we remain
•optimistic that the negotiations will result in a fair and equiable settlement.

10. Part of the Administration's trade bill provides for granting Most Favored 
.Nation treatment to communist countries. Since the EEC does not grant Most 
J?avorcd Nation treatment to the United States, would it not be wise to place a 
provision in this trade, bill that no country or group of countries may receive 
Most Favored Nation treatment from the United States unless Most Favored 
.Nation treatment is granted to the United States?

Answer. It is not accurate to say that the EC does not grant most favored
•nation treatment to the United States. AH of the member countries of the EC ad- 
Tiere to the GATT and are obligated by the provisions of the agreement to extend 
MFN treatment. However, there are siwciflc derogations from that princ}pie writ 
ten into the agreement. Article XXIV provides for customs unions (j.e. with a
•common external tariff) and free-trade areas provided that certain conditions are 
met. Of particular concern to the United States are various practices of the EC, 
a customs union consisting of the six signatories of the Treaty of Ro^e in 195T 
and now joined by the U.K., Ireland, and Denmark. Rather than seeling to im 
plement a policy of conditional MFX (as the question suggests), the Administra 
tion believes that the best approach to protecting U.S. exports is through negotia-
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tions with the EC. The Administration will seek to maintain the benefits obtained 
in past GATT negotiations and where they cannot be maintained unimpaired, 
we will seek compensation.

The Administration is also concerned about the EC-EPTA free trade area, that 
is, an area made up of the EC and individual EFTA countries that have not 
joined the EC. Again the Administration believes that the best approach is to 
seek adjustment or compensation where its exports are impaired, and will reserve 
its GATT rights, if this is not forthcoming.

Finally, mention should be made of EC special/reverse preferences. The EC has 
preferential trade agreements which may ultimately extend to nearly 80 coun 
tries and dependent territories. Through discussions with the Community, the 
Administration is endeavoring to eliminate the discriminatory features of these 
arrangements.

11. Would you please give this committee a progress report and prognosis 
for the 24:6 negotiations currently in progress in Geneva?

Answer. Negotiations on EC enlargement began, on a bilateral basis, in mid- 
March in Geneva. Since that time considerable progress has been made in estab 
lishing an agreed data base for the negotiations and in examining U.S. claims. 
On May 11, the EC proposed that the U.S. and the EC examine all U.S. juridical 
rights in the present GATT schedules of the EC (of Six), Denmark, Ireland, 
and the U.K., and compare them with the rights the U.S. would have in a new 
schedule of concessions offered for the enlarged EC (of Nine). The latter sched 
ule, as offered, would find each item now bound in the schedule of the Six at 
the duty level most recently bound therein. Our negotiators consider that the 
extensive examination of all U.S. rights in the schedules being withdrawn, 
whether or not duty increases are proposed unnecessarily creates technical 
obstacles to an early completion of the negotiations. GATT Article XXIV :6 
provides that if in forming a GATT-consistent customs union any contracting 
party proposes to increase any rate of duty inconsistently with its GATT com 
mitment, it shall follow the procedures of Article XXVIII—that is, it shall 
negotiate and consult with interested contracting parties for their agreement. 
Thus we seek compensation for disadvantages resulting from proposed tariff in 
creases above rates bound in GATT. We consider that the negotiations should 
now focus on these increases and on any offers of compensation the EC may 
make in the form of direct bindings to the United States in the new GATT 
schedule of the EC of Nine. Although these recent procedural disagreements are 
slowing progress, the negotiations are being actively and optimistically pursued 
with a view to their conclusion in July.

15. Would you please advise the Committee as to the status of the three cases 
filed under Sec. 252 of the Trade Expansion Act of 1962? (The first caise was 
filed in 1970 by the California-Arizona Citrus League on the EEC preferences. 
The second case was filed by the National Canners Association on a sugar-added 
tax of the EEC. The third case was filed ~by the California-Arizona Citrus League 
in 1973 as the result of the extension of the EEC preferences to three new 
countries. )

Answer. The following is a summary of the status of cases filed under Section 
252 of the Trade Expansion Act of 1962:

(a) Case filed in 1970 by California-Arizona Citrus League on EC prefer 
ences : The United States took action under Article XXIII :1; the EC granted 
temporary reduction on citrus duties.

(6) Case filed November 12, 1970 by National Canners Association on sugar- 
added tax of EC: The United States has taken action under Article XXIII:!, 
however, the problem is still pending.

(c) Case filed in 1973 by California-Arizona Citrus League on extension of 
EC preferences to three new countries: Hearings were held by the Trade In 
formation Committee on February 9; transcript, briefs, and other relevant 
materials have been forwarded to the Trade Staff Committee for policy con 
siderations.

Mr. PETTIS. I would now like to go to two general questions. One 
I would appreciate the Secretary of State answering. It has to dp with 
the most-favored nation proposal. As most of us have read in the 
press, the immigration policies of Russia have come into question. 
My question has to do with what appears to be a saturation situation 
in Israel to absorb many of these immigrants.
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We are seeing a reverse flow of these people to Russia. My real 
question is: Is this going to pose an international problem ? I notice 
that some of these people are living in sort of ghetto-like situations in 
Vienna and elsewhere. They are not able to get back in. Has the Israeli 
Government or any other government said anything to you about this 
as a problem ?

Secretary ROGERS. No, Mr. Pettis; they have not said anything to me 
and I rather doubt they said anything to our Government at any level.

In answer to your question I don't believe it is going to be a problem. 
There obviously are some people who have trouble adjusting when they 
move to another nation. I guess that is true in the case of Israel, as with 
other nations. But on the whole, the immigrants, those who emigrate 
from the Soviet Union to Israel, make the adjustment very well. They 
are assimilated quite quickly. Israel, I think, does a remarkably fine 
job, an excellent job, in seeing that that happens. I would expect that 
Israel can continue to absorb about the number and maybe more than 
they are getting now, which is roughly 30,000 to 35,000 a year.

Mr. PETTIS. But more than that, it might pose a problem, do you 
think?

Secretary ROGERS. Well, I would not think so. I have trouble an 
swering precisely at what point it would be difficult for Israel but I 
don't believe there is a problem at the moment.

Mr. PETTIS. The second question has to do with this general trade 
with Russia and the Chinese. Now, I think most of us have a fair 
idea of what the scope of that trade would be as far as Russia is con 
cerned, but I haven't heard very much about the kind of trade you 
envision as far as China is concerned.

Secretary ROGERS. Well, we are not quite sure, of course, because as 
you point out, we have not had much experience in the field. The Peo 
ple's Republic of China is largely an agricultural country. Eighty per 
cent of their people work in agriculture, leaving a small percentage of 
their people producing other goods.

Secondly, in the discussion we had with the Chinese in Peking, they 
were very quick to point out that they were not going to be dependent 
on any other nation, that they were going to be as self-reliant as pos 
sible. They talk a good deal about self-reliance.

So we don't know for sure how much trade they are prepared to 
have. We know that there are potentials there for trade. They are 
anxious to trade with us and we with them, but it is very difficult to 
make any predictions about the extent of that trade at this time. Of 
course, for obvious reasons the percentage increase in our trade with 
the Chinese has been quite large in the last year due to the insignificant 
volume of trade in the past.

Mr. PETTIS. You mentioned this morning that some nations are ex 
panding their trade with China at a rather rapid rate. I think that 
was at least the thrust of your statement.

Secretary ROGERS. Yes.
Mr. PKTTIS. Do you think that that might take place in the same 

.areas as these other countries, raw materials such as metals ?
Secretary ROGERS. I think the rate will be rapid but I don't think 

the amount will be so great.
Mr. PETTIS. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Vanik?
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Mr. VANTK. I want to announce to the committee that I have ad 
dressed letters to Secretary Shultz and Secretary Rogers, and that I 
have the reply of Secretary Rogers with a supplemental reply to come. 
Mr. Chairman, I ask unanimous consent that my letter to Secretary 
Rogers and the reply might be made a part of the record at this point.

The CHAIRMAN. Without objection, it will be included at this point.
[The letters follow:]

HOUSE OF REPRESENTATIVES,
Washington, B.C., May 2,1973. 

Hon. WILLIAM P. ROGERS, 
Secretary of State, U.S. Department of State, 
Washington, D.C.

DEAR MR. SECRETARY: Prior to your testimony before the House Ways and 
Means Committee on the President's trade legislation, I would appreciate it 
if you could provide me with data and answers to the following questions, so 
that these issues may be explored more fully during the hearings:

(1) There are a number of Sections within Title 19 (The General Customs 
Duty Title of the United States Code) which provide special trade relationships 
with the Philppines (e.g., 19 U.S.C. 1202(c)(3)). Is it the intention of the Ad 
ministration that "special relationships" expire on the presently scheduled date 
of July 3, 1974? Will all such "special relationships" expire at such time? If 
not, could you please provide to the Committee a list of all special trade rela 
tionships which the Administration hopes to continue with the Philippines?

(2) Throughout the Code, there are special provisions describing "special 
relationships" with Cuba (e.g. 19 U.S.C. 124, 125, etc.). Of course, these "special 
relationships" have been suspended as a result of the embargo and the actions 
taken in 1962. At such time as relationships with Cuba may be normalized, 
would it be that the Department's intention is to restore these "special relation 
ships" or will Cuba be placed on a Most Favored Nation Status in which 
she will receive the same trading rights—but no special trading rights—that 
other nations receive ?

(3) The Trade Reform Act of 1973 permits the President to lower, eliminate 
or increase tariffs and non-tariff barriers. Is it the intention of the Administra 
tion to respect the United Nations' embargo placed on Rhodesia? Will any of the 
provisions which provide the President with sweeping authority in a number of 
trade areas be used to establish or in any way increase trade with Ehoclesia? 
Could the Department please provide information to the Committee as to our' 
present trading and diplomatic status with Rhodesia including the estimated 
volume of trade which may have occurred with that country during each of 
the last six fiscal years?

(4) Section 310 of H.R. 6767 provides for amendments to antidumping provi 
sions originally provided by the Trade Act of 1972, as amended.

Under the new language of the amendment, would the Department of State 
interpret the various value added taxes, presently employed by a large number 
of Western European countries, to be affected by the new language? Could the 
Department please provide the Committee with a list of all the nations in the 
world which use the value added tax system, with rebates for exports, which 
would fall under the new definitional language provided for 19 U.S.C. 162. In 
addition, could the Department provide the Committee with an estimate of the 
amount of "tax" or "price" relief provided by such VAT rebates on goods exported 
to the United States.

With respect to 19 U.S.C. 1?>07, prohibiting the importation of convict made 
goods or goods made through forced labor, does the Department of State sup 
port the continuation of this provision? To the Department's knowledge, are 
there any imports now entering the United States manufactured through such 
labor? In any of the recent announced barter agreements or future trade agree 
ments with the Soviet Union, are there classes of goods made by those who would 
generally be considered to be working tinder forced labor conditions ?

Thank you for your assistance in this matter. 
Sincerely yours,

CHARLES A. VAWIK, 
Member of Congress.
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DEPASTMENT OF STATE, 
Washington, D.G., May 9,1913. 

Hon. CHARLES A. VANIK, 
House of Representatives, 
Washington, D.O.

DEAR CONGRESSMAN VANIK : Thank you for your letter of May 2 to Secretary 
Rogers, in which you requested data and answers to several questions relating 
to the trade bill. The information follows in the same order as requested.

(1) The Laurel-Langley agreement signed on September 6, 1955 by the United 
States and the Philippines contains the following special trade provisions:

Reciprocal and periodically declining tariff perferences. U.S. exports presently 
pay 90 percent of the normal Philippine rate and Philippine exports pay 80 
percent of the normal U.S. rate.

A guaranteed floor of 952,000 short tons of annual sugar sales in the U.S. 
market.

An absolute quota of 6,000 pounds of imports of cordage from the Philippines.
Periodically declining tariff quotas on cigars, scrap and filler tobacco, coconut 

oil, and buttons of pearl or shell. Imports in excess of the tariff quota are subject 
to the so-called Cuban rate of duty.

The Administration does not intend to seek an extension of the Laurel-Langley 
agreement including the special trading provisions of the agreement, beyond 
its expiration on July 3, 1974.

(2) Given the current state of U.S.-Cuban relations and the fact that the 
U.S. Government has no intention of changing its policy toward Cuba I cannot 
speculate at this time on what trade relations between Cuba and the United 
States might be at some future date. No consideration, for example, has been 
given to the type of tariff treatment that would be extended to Cuba in the 
event of normalization. The form of such treatment would have to be considered 
in the' light of all the conditions existing at the time that normalization was 
undertaken.

(3) With respect to economic sanctions against Rhodesia, the United States 
takes seriously its obligations under the United Nations charter and intends 
to adhere strictly to the UN embargo program, with the exception of small 
amounts of certain strategic materials authorized by the Congress. While the 
Trade Reform Act would provide the President with authority to remove tariff 
and non-tariff barriers to trade, this authority is not relevant to the imposition 
or removal of sanctions against Rhodesia. The sanctions we have taken against 
Rhodesia could be removed, in the event that it should ever become the policy 

• of the United States to do so, without new legislative authority.
The United States was legally obligated to impose sanctions following passage 

of UN Security Council resolutions under the mandatory provisions of Chapter 
7 of the UN Charter. The sanctions in the United States were imposed under 
Executive Orders 11322 of January 5, 1967 and 11419 of July 29, 1968, which 
were issued under the authority inter alia of the United Nations Participation 
Act of 1945 as amended. The exemption allowing imports of strategic materials 
from Rhodesia followed passage by the Congress of Title V, Section 503, Public 
Law 92-156, 85 Stat. 427 (November 17, 1971).

The United States has no diplomatic relations with the regime exercising 
power in Rhodesia and continues to regard the British Crown as the lawful 
sovereign in Rhodesia. We closed our consular office in Salisbury, the Rhodesian 
capital, on March 17, 1970. Virtually all trade with Rhodesia has been suspended 
under the UN sanctions program except for strategic materials as outlined above 
and licensed exports consisting essentially of medical and educational materials 
permitted under the UN Security Council Resolutions. U.S. exports to and imports 
from Rhodesia for the calendar years 1967-72 are shown below. Trade data is 
usually prepared on a calendar year basis. However, if you prefer to have the 
data on a fiscal year basis, I can have the data prepared on that basis and

bmit it for the record.
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UNITED STATES TRADE WITH RHODESIA 

[In millions of dollars]
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(4) (a) The Department of the Treasury is responsible for administering the 
anti-dumping law. We have referred your question on the interpretation of the 
proposed amendments of this law to the Department of the Treasury.

After we have completed the tabulation, we will provide you with a list of 
the foreign countries which use the value added tax system and the rates that 
these countries use.

(6) The Department of State would continue to support 19 TJ.S.C. 1307 pro 
hibiting the importation of convict-made goods or goods made with forced labor. 
In fact, many other countries have this type of legislation in order to protect 
their domestic industries against unfair competition. To our knowledge there 
are no imports now entering the United States manufactured with forced or 
convict labor. Any evidence of such imports should be brought to the attention 
of the Treasury Department which administers 19 TJ.S.C. 1307. With respect to 
the USSR, we have no reason to believe that any goods which the Soviet Union 
exports are the product of forced or indentured labor.

I hope this information will be of assistance. 
Sincerely yours,

MARSHALL WEIGHT, 
Acting Assistant Secretary for Congressional Relations.

Mr. VANIK. I want to thank the Secretary for his reply. Secretary- 
Shultz has just advised me that his office is working on replies to the 
two letters I have addressed to the Secretary. So he assures me they 
should be forthcoming in several days.

Secretary EOGEKS. 1 would like to say I received your letter yester 
day and answered it yesterday. I would like to say that is the quick 
est I have ever answered a letter.

Mr. VANIK. I appreciate your efforts.
I ask unanimous consent that my letters to Secretary Shultz and 

his replies be made a part of the record.
The CHAIRMAN. Without objection, it is granted.
[The correspondence referred to follows:]

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES, 

Washington, D.O., April SO, 1973. 
Hon. GEOKSE P. SHULTZ,
Secretary of the Treasury, Department of the Treasury, 
Washington, D.C.

DEAR MR. SECRETARY : Prior to your testimony before the House Ways and 
Means Committee on the President's trade legislation, I would appreciate it if 
you could provide me with data and answers to the following questions, so 
that these issues may be explored more fully during the hearings. 

96-006—73—pt. 1———16
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(1) Could you provide me with a compilation of all of the sections of the 
Internal Revenue Code dealing with foreign trading companies (China Trade, 
"Western Hemisphere, DISC, etc.), the taxation of income from American opera 
tions overseas and the taxation of income from foreign operations in the United 
States as well as taxation on investments (IET, etc.).

(a) Could you provide a comparative tax analysis of how the world's 
twenty major industrial nations treat, for tax purposes, income from foreign 
investments and operations and what controls they place on caiptal inflows 
and outflows.

(6) What U.S. mineral exploration and development tax allowances are 
provided for such activities outside of the United States?

1. Could you provide a comparative tax analysis of mineral explora 
tion and development tax allowances provided by the other 19 major 
industrial nations of the world.

2. Does the Department support the continuation of the percentage 
depletion allowances and similar tax preferences for foreign oil and 
mineral operations, and if so, why ?

(2) Could you provide a history of American efforts to support the dollar 
through dollar purchases. That is, during the period of pressure on the dollar 
prior to August 15, 1971, what were the dimensions of Federal Reserve and 
Treasury efforts to support the dollar? What did the August 15, 1971, devaluation 
cost the United States? After the devaluation, the value of our gold reserves were 
increased. By how much? How much extra contribution did the United States 
have to make to international organizations?

(a) Could the same data be provided for the period August 15, 1971, 
through December 31, 1972, and for January 1, 1973, through the present, 
with particular emphasis on the cost to the United States of the latest 
devaluation.

(6) To what extent does the Department feel that multinational corpora 
tions contributed to this winter's pressure against the dollar? What steps 
does the Administration propose to take to control these corporations?

(a) What is the total pressure which can be brought against the dollar 
from dollars now held by foreigners and in the reserves of international 
corporations?

(d) Can you explain the American position with respect to the Paris 
agreement and, in particular, can you describe the circumstances in which 
the United States will support the dollar through dollar purchases, how 
much support we will provide (in billions of dollars) ? Is it possible for the 
United States, in an effort to support the dollar against the enormous specu 
lation which is possible, to again lose "money" through support activities? 
If so, what objections does the Department have to a completely free float? 
In the Department's analysis, how much is the current rate of inflation 
wiping out the balance of trade advantages gained by the latest devaluation?

(3) Will the "gold window" remain closed?
(4) Would you describe the details of the Lend-Lease settlement negotiated 

with the Soviet Union? How much lend-lease was written off?
(5) What are the latest figures, country by country, of the debt owed to the 

United States by foreign nations (loans, World War I, World War II aid, etc.) ? 
For the second Congress in a row, Congressman Wolff has introduced legislation, 
with majority support of the House, asking the Department to work for the col 
lection of the debts owed us. What is the Department's position on this legislation? 
Could debt collection and a reduction in the dollars held overseas be facilitated 
through some future forms of currency stabilization and international monetary 
settlement?

(6) What is the cost, in absolute dollars and to the balance of payments, 
of U.S. government operations overseas, both civilian and military? If possible, 
are these figures available for our NATO operations, both direct U.S. operations 
and for support of NATO intrastructure, and for our operations in Korea, Japan, 
and in Southeast Asia?

(7) The Congress will have a new opportunity to review the IET legislation 
next year. Is it still the Administration's intention to let this legislation die, 
and if so, why? If not, will the Administration propose more comprehensive 
legislation ?

(8) What is the position of the United States toward strengthening the 
"value" or attractiveness of Special Drawing Rights?
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Thank you for your assistance in providing answers to these questions. I am 
hopeful that with detailed information—and the time to study it—the Congress 
will be able to work with the Administration to develop the best possible trade 
legislation.

Sincerely yours,
CHARLES A. VANIK,

Member of Congress.

THE SECRETARY OF THE TREASURY,
Washington, May 29,1973. 

Hon. CHARLES A. VANIK, 
House of Representatives, 
Washington, D.C.

DEAR MR. VANIK : Your letter of April 30, 1973 requested data and answers 
to a series of questions on international monetary, tax, debt and defense issues. 
Detailed responses prepared by my staff are contained in the enclosed documents.

I hope this information will be of assistance to you during the trade hearings. 
Sincerely yours,

GEORGE P. SHULTZ.
Enclosures.
Q. (1) Could you provide me with a compilation of all of the sections of the 

Internal Revenue Code dealing with foreign trading companies (China Trade, 
~W extern Hemisphere, DISC, etc.), the tamution uf income from, American opera 
tions overseas and the taxation of income from foreign operations in the United 
States as well as taxation on investments (IET, etc.).

A. The following is a compilation of the sections of the Internal Revenue Code 
dealing with foreign trading companies, with the taxation of foreign income 
earned overseas by U.S. persons, and with the taxation of U.S. income earned by 
foreign persons.

FOREIGN TRADING COMPANIES

§§921-2—Western Hemisphere Trade Corporations (qualifying companies 
generally pay a 34 percent federal income tax rate instead of a 48 percent rate).

§§ 931—possessions corporations (income earned by a U.S. corporation from 
sources within a U.S. possession is not taxed under certain circumstances).

§§ 941-3—China Trade Act corporations (reduction in tax on dividends from 
certain qualifying companies).

§§091-6—Domestic International Sales Corporation ("DISC") (deferral of 
federal income tax on 50 percent to qualifying company's export profits).

INCOME EARNED BY U.S. PERSONS FROM FOREIGN OPERATIONS

U.S. citizens.—taxed on worldwide income, but entitled to exclude earned 
income from foreign sources in certain circumstances (§§911-2) ; foreign tax 
under §§901-8.

Foreign 'branch of U.S. corporation.—taxed on worldwide income, but entitled 
to foreign tax credit under §§ 901-8.

Foreign subsidiary of U.S. corporation.—where U.S. parent is not taxed under 
the Subpart F provisions (see below), only dividends received from the foreign 
subsidiary are subject to U.S. tax, subject to a foreign tax credit under § 902 and 
a "gross-up" under § 78 where the dividend is received from a non-less developed 
country corporation. A dividends received deduction may be allowed under § 245 
where more than half of the foreign subsidiary's income has 'been from U.S. 
business operations that have been subject to U.S. corporation tax. Where stock 
of the subsidiary is sold or exchanged in a taxable transaction, § 1248 requires 
the capital gain to be taxed as ordinary income to the extent of post-l 962 earn 
ings and profits of the foreign subsidiary (subject, however, to the § 902 foreign 
tax credit).

"Controlled foreign corporations" (defined in §957(a))—taxed in the same 
manner as foreign subsidiaries of U.S. Corporations, except that the "U.S. 
shareholders" (defined in §951(b)) of the controlled foreign corporation are 
taxed currently on certain "Subpart F income" and on the increase in investment 
in United States property of the controlled foreign corporation. See, generally, 
§§ 951-972.
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INCOME EARNED BY FOREIGN PEBSONS FROM U.S. OPERATIONS (GENERALLY, §§ S61-805)

§§ 861-4—definitions
§§ 871-8—taxation of nonresident alien individuals (generally taxed at 30 

percent rates on U.S. business income)
§§881-4—taxation of foreign corporations (generally taxed at 30 percent on 

passive investment income, and at regular corporate rates on U.S. business 
income)

§§ 891-6—miscellaneous provisions concerning taxation of foreign persons
(Attachment: There is enclosed a copy of material on some of the above mat 

ters from the Commerce Clearing House 1972 Master Tax Guide.)
CHAPTER XIII

FOREIGN INCOME—FOREIGN TAXPAYERS—TAX TREATIES 
U. S. CITIZEN—FOREIGN INCOME

1301. Income of United States Citizen in Foreign Country.
A. U. S. citizen who receives, in a foreign country, compensation for personal 

services or other earned income, other than from U. S. Government employment, 
may be entitled to exclude some or all of such income. If he has been a bona fide 
foreign resident for an uninterrupted period which includes an entire taxable 
year, he may exclude up to $20,000 of foreign earned income per taxable year. 
This exclusion increases to $25,000 after three consecutive years of bona fide 
residence.1

Even if the taxpayer is not a bona fide foreign resident, he may exclude com 
pensation earned abroad if he has been present in a foreign country or countries 
for 510 "full" days (17 months) out of a period of 18 consecutive months. (The 
510 days need not be consecutive.) In such case, however, the exclusion may never 
exceed $20,000 for the taxable year, or, if the 18-month period begins or ends 
during the taxable year, a proportionate part of $20,000.*

If the taxpayer has a partial tax year in his qualifying period under the bona 
fide residence test, he must prorate the exemption according to the number of 
days in his qualifying period (Code Sec. 911 (c)) - 1
******* 

1302. Citizen in U.S. Possession.
A U.S. citizen or a domestic corporation engaged in the active con 

duct of a trade or business within a U.S. possession (Panama Canal Zone, 
Guam, American Samoa, the Midway Islands, and Johnston, Jarvis, Palmyra, 
Kingman Reef, Wake, Howland, or Baker Island, or, insofar as a domestic cor 
poration is concerned, Puerto Kico) is exempt from tax on income from sources 
outside the United States if: (1) 50% or more of gross income during the 3-year 
period ending with the close of the taxable year is derived from a trade or 
business within a possession of the U.S. and (2) 80% of gross income for the same 
period is derived from sources within a possession of the U.S. (Code Sec. 931, Reg. 
§ 1.931-1 ). 8 The "3-year period" mean a period of 36 months immediately preced 
ing the close of the taxable year."

The Virgin Islands are expressly excluded from "possessions of the United 
States." See H1303, below.

Despite these provisions, there must be included in the gross income of a citizen 
or domestic corporation qualifying for the exemption, all amounts, whether 
derived from sources within or without the United States, which are received 
within the United States. Amounts received for services performed as an em 
ployee of the U.S. Government or any agency are deemed to be derived from U.S. 
sources.
*******

DOMESTIC CORPORATION

1306. Taxed on World-Wide Income.
As a general rule, a domestic corporation (one organized under the laws of 

one of the states or of the District of Columbia) is taxed on its wo rid-wide in 
come (Reg. § 1.11-1 ).u> No distinction is made between income from sources 
inside and income from sources outside the United States, except that U.S. tax

1 IT 4333, 4335A. 
8 If 4352. 4354. 
"1 43355.08. 
"• 1 4T6.

References are to paragraphs of the 1973 Standard Federal Tax Reports.
i A nrtK A
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on foreign income may be reduced by the foreign tax credit (see U 1351). An 
important exception to the U.S. taxation of foreign income exists, however in 
the case of a Domestic International Sales Corporation (DISC). See U 1341. For 
other exceptions, see II 298 and 1302.

RESIDENT ALIEN
1307. Taxed Like Citizen.

An alien living in the United States and having no definite intention as to his" 
stay is a resident; an alien whose stay is limited to a definite period by the im 
migration laws is not normally considered a resident. An alien resident is taxed 
in the same manner as a U.S. citizen (Reg. § l.l-l).14 However, a joint return is 
not possible if one spouse is a nonresident alien (Code Sec. 6013; Reg. § 1.6013- l). 15

To be eligible to file a joint income tax return, a husband and wife who are 
citizens of a foreign country must have been U.S. residents for a full calendar 
or fiscal year. Midyear change to resident status does not qualify an individual 
alien to file a final return for a fractional part of a taxable year. However, he 
is not liable for tax on any income from a sovirce outside the United States re 
ceived before he became a resident. 115 A departing alien who files Form 1040C 
(Departing Alien's Income Tax Return) must later file a complete return for 
the year. (See 1 1324.)

NONRESIDENT ALIEN AND FOREIGN CORPORATION

1311. Metliod of Taxation.
A nonresident alien individual and a foreign corporation are taxed in the 

same manner as U.S. citizens and domestic corporations on all income which is 
effectively connected with their conduct of a trade or business in the U.S. They 
are also taxed at a flat 30% rate on U.S. source fixed or determinate periodical 
income (interest, rent, dividends, wages, annuities, etc.) which is not effectively 
connected with the conduct of a U.S. trade or business (Code Sees. 871, 881 and 
882) ." For treatment of capital gains, see If 1314.

iA nonresident alien individual (married) with effectively connected income 
must use the rate table "married individuals filing separte returns" since he is 
riot entitled to file a joint return. However, if he is a surviving spouse, he is en 
titled to use the rate table for "married individuals filing joint returns and surviv 
ing spouses." If he is unmarried, he must use the rate table for "unmarried 
individuals (other than surviving spouses and heads of households)" : he may not 
use the "head of household" rate table (Rev. Rul. 72-413; Reg. § 1.2-2(b) (6).18"

A citizen of a U.S. possession (except Puerto Rico), who is not otherwise 
a U.S. citizen or resident, is taxed as a nonresident alien. He pays tax only on 
his income from U.S. sources (H 1317). For U.S. citizens in possessions of foreign 
countries, see f 1301 and 1302.

Puerto Rico has a separate system of income taxation.19 Permanent residents 
of the Virgin Islands satisfy their United States income tax obligations by paying 
their income taxes on income from all sources into the Treasury of the Virgin 
Islands.20 See U 1303.
1312. Effectively Connected Ruled.

In determining whether periodical income is effectively connected with a U.S. 
business, two factors are used. The first is: Whether the income is derived from 
assets used in, or held for use in, the conduct of a U.S. business. And the second 
factor is: Whether the activities of the U.S. business were a material factor in 
the realization of the income. In applying these factors, due regard is given to 
whether or not the asset or income involved was separately accounted for on the 
books of account kept for the U.S. business, but this, by itself, is not a controlling 
factor (Code See. 864(c) (2) ). 2

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
" H 41 B.
15 1. 5018. 5018A. 
18 IF 422.03. 
18 U 4133, 4171, 4174. 
1K»^ 4173.0151, 434. 
10 4364.013. 
20 U 43R4.035. 
2 1 4131.
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The use or holding factor is especially important in the case of income of a 
passive nature (such as dividends) where business activities are not likely to be- 
a direct or material contributor to the realization of the income. In general, an 
asset held for the principal purpose of promoting the conduct of the U.S. business 
is to be considered held for use in such business, thereby making the income 
derived from the asset "effectively connected" with the business.

The business activity factor is of primary significance where the operation is 
a financial, banking, or similar business or is a licensing business and the income 
arises from these activities. In the case of a corporation, however, activity relat 
ing to management of investments is not treated as related to the U.S. business 
unless the maintenance of investments is the principal activity of the corporation.

In order to reach foreign businesses which try to use the U.S. as a tax haven,, 
the effectively connected rules apply to three limited categories of foreign source 
income in certain situations where definite U.S. economic connections are present. 
This applies only when the nonresident alien individual or foreign corporation 
has a fixed place of business in the U.S. and the income is attributable to that 
place of business. These three types of income are:

(1) Rents and royalties derived from the active conduct of a licensing business.
(2) Dividends, interest, or gain from securities or debt obligations derived in 

the active conduct of a banking, financing, or similar business.
(3) Income from sales of personal property outside the U.S. through the U.S. 

office, except where the property is sold for use, consumption or disposition outside 
the U.S. and a foreign office participated materially in the sale (Code Sec. 
864(c)(4)).a

In no case does effectively connected income include dividends, interest, or 
royalties from sources without the U.S. paid by a foreign corporation in which 
the taxpayer owns more than 50% of the total voting stock. Also excluded is 
any income from sources outside the U.S. which is subpart F income (see H 1339) 
(Code Sec. 864(c) (4)D))."
1313. Periodical Income.

U.S. source periodical income of a nonresident alien individual or foreign cor 
poration is taxed at a flat 30% rate when such income is not effectively con 
nected with the conduct of a "U.S. trade or business. If periodical income falls 
within the effective connected rules (It 1312) then it is subject to regular U.S. 
tax rates.

Periodical income includes interest (but see U 1317), dividends, rents, salaries, 
wages, premiums, annuities, and other fixed or determinable annual or periodi 
cal gains, profits, and income. It also includes lump-sum pension and annuity 
distributions under Code Sees. 402(a) (2) and 403(a) (2) (see 11545), gain from 
the disposition of timber, coal, or iron ore under Code Sec. 631(b) or (c) (see- 
U986), gain from the sale or exchange of patents under Code Sec. 1235 (see 
it 982), amounts received on retirement or exchange of bonds or other evidences 
of indebtedness issued after September 28, 1965, to the extent that such amounts 
are treated under Code Sec. 1232 as gain from the sale of a noncapital asset (see 
1f 1232), and gain realized on the sale of a patent or other intangible property 
where the income from the sale is derived as a result of the use of the property 
in the U.S. and part of the income is contingent on the productivity, use, or 
disposition of the property sold (Code Sees. 871 (a) and 881).°
1314. Capital Gain.

The U.S. source net capital gain of a nonresident alien individual is taxed at 
regular U.S. capital gain rates if effectively connected with the conduct of a 
U.S. business. Other capital gain (except that considered as periodical income 
(1J1313)) escapes tax unless the individual is present in the U.S. for at least 
183 days during the taxable year. If the 183-day period is met, capital gain not 
effectively connected with a U.S. business is taxed at a flat 30% rate (Code 
Sec. 871(a)(2)).6

In the case of a foreign corporation, net capital gain effectively connected with 
the conduct of a U.S. business is taxed at U.S. tax rates. Otherwise, the gain 
(unless it is fixed or determinable periodical income (H 1313)) is not t%Xed (Code- 
Sees. 881 and 882) 7

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
'14131. 
« II 4131. 
6^4133, 4171 
« 1 4133. 
' H 4171, 4174.
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1315. Trade or Business.
Generally, a foreigner is engaged in a U.S. trade or business if he performs 

personal services within the U.S. during the taxable year. However, this does 
not extend to personal services performed by a nonresident alien individual 
who is temporarily present in the U.S. for 90 days or less during the taxable 
year and whose compensation does not exceed $3,000 when his services are per 
formed (1) for a nonresident alien individual, foreign partnership, or foreign 
corporation not engaged in a U.S. business, or (2) for a branch office main 
tained in a foreign, country or U.S. possession by a U.S. citizen or resident 
or by a domestic partnership or corporation (Code Sec. 864 (b) (I)).8

A nonresident alien individual (or foreign corporation) who is not engaged 
in a U.S. trade or business but realizes income from investment real estate 
located in the U.S. may elect to treat the income from the property as income 
effectively connected with a U.S. business. In this way, he may offset the in 
come from the property by the allowable income tax deductions attributable to 
such income (Code Sees. 871 (d) and 882 (d) ).'
1316. Trading in Securities.

Trading in stocks, securities, or commodities in the U.S. for one's own ac 
count, whether done personally or through a resident broker or agent (irrespec 
tive of whether the agent has discretionary authority to act), does not con 
stitute the conduct of a U.S. trade or business by a nonresident alien individual 
or foreign corporation. This, however, does not apply to a dealer in stocks, 
securities, or commodities or to a foreign investment corporation if it has its 
principal office in the U.S. (Code Sec. 864(b) (2) ).10
1317. Income from U.S. Sources.

What is "income from sources within the United States" is determined by a set 
of technical rules (Code Sec. 861). u For example, all interest on U.S. bank de- 
liosits or deposits in a U.S. banking branch of a foreign corporation, interest 
paid on accounts with mutual savings banks, domestic building and loan as 
sociations and similar institutions, and interest on amounts held by insurance- 
companies on deposit are treated as foreign source income (unless effectively con 
nected with a U.S. business) and are free of tax when paid to a nonresident 
alien or foreign corporation. These exemptions, however, terminate after Decem 
ber 31, 1975.
1318. Deductions.

A nonresident alien individual or foreign corporation engaged in a U.S. trade 
or business is allowed to take income tax deductions to the extent that they 
are connected with income effectively connected with the U.S. trade or business, 
plus the deduction for charitable contributions. In addition, a nonresident alien 
individual may take a casualty or theft loss deduction on property located within 
the U.S. and the deduction for personal exemptions (in the case of an individual 
who is not a resident of Mexico or Canada or an American Samoan, only one 
exemption is allowed) (Code Sees. 873 and 882) .u
13J9. Foreign Tax Credit.

A nonresident alien individual or a foreign corporation engaged in a U.S. busi 
ness is allowed a foreign tax credit for any foreign income, war profits, or excess 
profits tax paid or accrued on foreign income which is subject to U.S. tax. This 
applies to the three types of foreign source income which are treated and taxed 
as income effectively connected with a U.S. business under the rules discussed at 
II 1312. The "per country" and "overall" limitations (see 1352) apply to this 
credit (Code Sec. 906). u
13ZO. Foreign Student or Exchange Visitor.

A nonresident alien individual who is not otherwsie engaged in a U.S. trade or
or business and who is temporarily present in the U.S. as a nonimmigrant under

?*;• .101 ( a ) (15) (F) or (J) of the Immigration and Nationality Act (relating to
visiting students, teachers, trainees, etc.) is considered to be engaged in a

References are to paragraphs of the 1973 Standard Federal Tax Reports 
SIT 41 31 
° " 41 3a. 4174.
11 U 41 0-t . 
12 H41^R 4174 
13 11 43S2A.
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U S. business. This means that any taxable portion of a scholarship or fellowship 
grant and expenses incidental thereto (see H850), to the extent derived from 
U.S. sources, are taxamle at the same rates (but subject only to a 14% with 
holding rate) applicable to a U.S. citizen. Payments received by these individuals 
from a foreign employer are fully exempt from tax. Also, a scholarship or a 
fellowship received by a foreign student or exchange visitor from a foreign 
government or from certain binational, multinational, and international or 
ganizations is exempt from tax, subject to the limitations described at H 850 
(Code Sees. 117, 871(c),8T2(b) and 1441)."

1321. Foreign Ship or Aircraft.
An exemption from U.S. taxation is granted to earnings derived from the op 

eration of ship or aircraft registered under the laws of a foreign country which 
grants an equivalent exemption to a U.S. citizen or domestic corporation (Code 
Sec. 883).1E
1322. Expatriation to Avoid Income Tax.

Both the effectively connected income and any other U.S.-source income of an 
individual are taxed at regular U.S. rates if he lost his U.S. citizenship within 
10 years of the taxable year in question (but after March 8, 1965) and if one of 
the principal purposes of the expatriation was the avoidance of U.S. Income, es 
tate, or gift taxes. This treatment, however, does not apply if it results in a 
smaller U.S. income tax than would otherwise be imposed (Code Sec. 877).le
1324. Alien Departing from the United- States

Generally, no alien (whether resident or nonresident) is permitted to depart 
from the country unless he first obtains from the District Director a certificate 
that he has discharged his income tax liability. Advance payment of the tax is not 
required if the Treasury determines that tax collection will not be jeopardized 
by the alien's departure (Code Sec. 6851 (d) ).10
1325. Pensions.

A nonresident alien who has worked for the United States only abroad will 
not usually have to pay a tax on his pension (Code. Sec. 402(a) (4) ).20
1326. Reti/rns.

A nonresident alien individual (other than one whose wages are subject to 
withholding) and a foreign corporation (other than one having an office or place 
of business in the U.S.) must file income tax returns on or before the 15th day 
of the 6th month following the close of their taxable year (Code Sec. 6072(c)).1 
In other cases, returns are due at the same time applicable to a U.S. citizen or 
domestic corporation. A nonresident alien individual uses Form 1040NR.

FOREIGN TAX TREATIES

1331. Foreign Tax Treaties.
The United States has negotiated a network of treaties with other countries 

to avoid international double taxation and to prevent tax evasion. Provisions are 
included to prevent fradulent evasion and also to restrict legal avoidance. 
Principal tax treaties now in force are those with Australia, Austria, Belgium, 
Canada, Denmark, Finland, France, West Germany, Greece, Ireland, Italy, Japan, 
Luxembourg, the Netherlands, New Zealand, Norway, Pakistan, Sweden, Switzer 
land, Trinidad and Tobago, Union of South Africa, and the United Kingdom.

Specific provisions in the law may be subordinate to provisions of these tax 
treaties (Code Sec. 894; Reg. § 1894-1 )," but United States law remains in effect 
in the absence of a specific treaty provision.

"CONTROLLED" CORPORATION
3319. U.S. Shareholder Taxed on Undistributed Earnings.

Certain controlled foreign corporations designed to obtain tax deferral for 
their shareholders are sometimes called "tax haven" corporations. Where a for-

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
<i 1175,4133,4151.4873. 
H41S2. 
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eign corporation (see H 1345 for foreign personal holding companies) is controlled 
for an uninterrupted period of 30 or more days by U.S. shareholders, such share 
holders are taxed on some of the corporation's undistributed earnings, as well 
as on its distributed earnings.

A U.S. shareholder is a U.S. person who actually or constructively owns 10% 
or more of a foreign corporation's voting interest. A "U.S. person" includes a 
U.S. citizen or resident, a domestic partnership, a domestic corporation, and an 
estate or trust (other than a foreign estate or trust whose income from sources 
without the U.S. is not includible in the beneficiaries' gross income). A controlled 
foreign corporation is one in which more than 50% of the voting interest is owned 
by U.S. shareholders on any day in the corporate tax year. However, a foreign 
insurance company is considered a controlled foreign corporation if 25% of its 
stock is owned by U.S. shareholders and the gross premiums with respect_to 
insurance or reinsurance or annuity contracts on U.S. risk are more than 75% 
of the corporations gross premiums on all risks ( Code Sees. 951, 957, and 958 ; 
Reg. §§1.951-1, 1.957-4 and 7.958-1— 1.958-2 ) .'

A U.S. shareholder must include in his gross income his share of the corpora 
tion's (1) "subpart F income," (2) previously excluded "subpart F income" 
withdrawn from investment in less developed countries, and (3) the increase in 
earnings invested in U.S. property. "Subpart F income" is foreign base company 
income (foreign personal holding company income and foreign base company 
sales and services income) and income from the insurance of U.S. risks (Code 
Sees. 951-956; Keg. §§1.951-1 — 1.956-2).* Income received by a controlled for 
eign corporation will not be included in its foreign base company income unless 
the corporation, or the transaction through which the income was derived, had a 
substantial reduction of income tax as one of its significant purposes.5

The gross income items, above, are included only for the period during the year 
that the corporation was "controlled" by U.S. shareholders.

"Subpart F income" is not taxed to U.S. corporate shareholders if certain 
minimum distributions are made by the controlled foreign corporation. These 
minimum distribution requirements vary, depending upon the foreign tax rate 
applicable to the controlled corporation, and rules relating to an election to 
receive minimum distributions have been issued (Code Sec. 963 ; Reg. §§ 1.963-1 — 
1.963—7)." Specific exceptions are also made for foreign export trade corporations, 
domestic international sales corporations and corporations created or organized 
in Puerto Rico and U.S. possessions (Code Sees. 957, 970-972, 991; Reg. §§ 1.957- 
3, 1.957-4, 1.970-1— 1.972-1 ).7

An individual U.S. shareholder may elect to be taxed as a domestic corporation 
upon undistributed earnings of a controlled foreign corporation and thereby be 
come eligible for foreign tax credit (Code Sec. 962; Reg. §§1.962-1 — 1.962-4 )."
1340. Returns.

An annual information return on Form 2952 must be made by every U.S. person 
(see T[1339) who controls (more than 50% ownership of combined voting stock) 
a foreign corporation. If such a corporation, in turn, controls a subsidiary corpo 
ration, a return must be made for the subsidiary. Failure to file such return will 
result in a reduction of foreign tax credit (Code Sec. 6038; Reg. § 1.6038-2 ).'

A U.S. shareholder of a controlled foreign corporation who owns stock in such 
corporation on the last day of a taxable year on which the corporation was a 
controlled foreign corporation must file a Form 3646 — Income from Controlled 
Foreign Corporation — with his return for the taxable year in which or with which 
the taxable year of the controlled foreign corporation ends.10

DISC
1341. Domestic International Sales Corporation.

For taxable years beginning after 1971, a domestic corporation whose' income 
is predominantly (95%) derived from export sales and rentals may defer paying 
U.S. tax on up to 50% of that income. The other half is taxed directly to share-

References are to paragraphs of the 1973 Standard Federal Tax Reports.
3 H 4380. 4380A, 43S6-43S7B.
4 If 43804385B.
5 1 4388F.02.
« 1 4392-4392G.
7 It 4386, 438CC, 43S6P, 4396-4398A, 4399C.

.
9 5069A. 5069D.
10 H 4380D.01.



224

holders. A corporation entitled to this treatment is referred to as a Domestic 
International Sales Corporation (DISC). The tax deferred income is never 
taxed to the DISC. And it is taxed to the shareholders only when distributed, 
when a shareholder sells his stock, or when the corporation no longer qualifies 
as a DISC. The 50% of the DISC'S income that is taxed directly to shareholders, 
certain other constructive distributions, and actual distributions to shareholders

•are treated as dividends (but, in the case of actual distributions, only to the 
extent that they exceed income previously taxed directly to shareholders). But 
these dividends are not eligible for the 85% or 100% intercorporate dividends- 
received deduction. Nor may a DISC join in filing a consolidated return. On 
the other hand, the dividends are treated as foreign source income and as 
received from a foreign corporation. Therefore, the shareholders are entitled 
to claim a Sec. 902 "deemed" foreign tax credit (11356) for taxes paid by a 
DISC to foreign countries (Code Sees. 992, 993 and 995).lto

A DISC typically will be a subsidiary of its parent manufacturing, etc., 
corporation. It may export as a principal, purchasing and reselling export 
property. Alternatively, it may act as a commission agent for export sales. 
In determining the taxable income of a DISC (up to 50% of which is not 
currently taxed), the usual inter-company pricing rules of Sec. 482 are relaxed. 
Thus, for example, sales by a manufacturing parent to its DISC export subsid 
iary need not be at arm's length if the price charged is within specified "safe 
harbors." Similar rules apply to commissions and rentals. (Code Sec. 994.) 10|J

For a corporation to qualify as a DISC, it must meet the following require 
ments: (1) at least 95% of its gross receipts must be export receipts: (2) at 
least 95% of its assets must be export assets; (3) it must not have more 
than one class of stock; (4) it must have a minimum capital (par or stated 
value) of at least $2.500 on each day of its taxable year; and (5) it must make 
an election (Code Sec. 992(a) (1) ). 10C

An election is made on Form 4876 and must be consented to by each person
•who is a shareholder on the first day of the corporation's first taxable year as a 
DISC. Persons who 'become shareholders at a later date need not consent, nor 
is the election jeopardized by their failure to do so. The election must generally 
be filed within the 90-day period preceding the corporation's first taxable 
year as a DISC. For new corporations organized in 1972, however, the election

• could be made within 90 days following the beginning of the first taxable year. 
Shareholder consents must be filed within 90 days following the beginning of 
the first taxable year, but the Commissioner has the power to grant extensions

•of time for reasonable cause (Code Sec. 992(b) ; Rev. Proc. 72-12) . loa
A DISC is required to file an annual information return (Form 1120 DISC), 

due on or before the loth day of the 9th month following the end of its taxable 
.year (Code Sec. 6011 (e) and 6072(b)).10e

FOREIGN PERSONAL HOLDING COMPANY

1345. Foreign Personal Holding Company.
A United States shareholder is subject to tax on undistributed income, as well 

as on distributed income, of a foreign personal holding company (Code Sec. 551: 
Reg. § 1.551-1 ).u The tax on undistributed income is imposed only on a share 
holder who is a U.S. citizen or resident, a domestic corporation, a domestic part 
nership, or a domestic estate or trust, as though the income had been actually 
distributed as dividends.

A foreign corporation is usually classified as a foreign personal holding com 
pany if—

(a) at least 60% (50% after the first taxable year) of its gross income (not 
gross receipts) consists of dividends, interest (whether or not treated as rent), 
royalties (whether or not mineral, oil or gas royalties), annuities, rents (unless 
amounting to 50% or more of gross income), gains in stock and commodity 
transactions, income from personal service contracts and other specified types 
of income; and

References are to paragraphs of the 1973 Standard Federal Tax Reports.
•'"a IT 4Snf»F. 4399J, 4399P.
•w* f 4S99M.
1M IT 4390F.
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(b) more than 50% in value of its outstanding stock is owned directly or in-
•directiy by five or fewer U.S. citizens or residents (Code Sees. 552 and 553; Reg. 
§§ 1.552-2,1.552-3 and 1.553-1 ).u
1346. Returns.

A U.S. citizen or resident who is an officer or director of a foreign holding com 
pany or who is a stockholder owning 50% or more in value of the outstanding 
stock of such company must file an annual return on Form 957 with information 
on the ownership of stock or convertible debentures. However, duplicate returns 
are not required for an individual who is tooth a shareholder and an officer or 
director. In addition, a U.S. citizen or resident who is an officer or director of the 
company must file an annual return on Form 958 with information as to the in 
come of the company (Code Sec. 6035 ; Keg. §§ 1.6035-1 and 1.6035-2 h13

FOREIGN TAX DEDUCTION AND CREDIT

1351. Deductions and Credits.
A United States citizen may deduct foreign income tax he has paid or accrued,

•or he may apply the foreign tax as a credit against his U.S. income tax. A do 
mestic corporation has the same alternative. (Code Sees. 901-905.) u

Code Sec. 265 expressly disallows deductions allocable to income which is 
"wholly exempt." Also, if a taxpayer's foreign earned income is exempt by virtue 
of the exclusion in Code Sec. 911 (a) (see 111301), Code Sec. 911 precludes a deduc 
tion for the foreign tax. However, the above sections do not preclude a deduction 
for foreign tax paid on income which is subject to U.S. tax.

If a taxpayer chooses a credit against tax for any taxable year, then no deduc 
tion for any foreign tax for that year may be taken against United States income 
(Code Sec. 275(a) (4) ; Reg. § 1.164T-2).13 'Nor can a taxpayer take a credit for

•some foreign taxes and a deduction for others in one taxable year. A taxpayer can, 
however, change from deduction to credit (or vice versa) in different taxable 
years and may make such a change in the taxable year at any time within the 
refund limitation period.

A taxpayer who takes a deduction for foreign taxes paid may file a claim to 
take a credit in lieu of the deduction within 3 years from the time the return was 
filed or 2 years from the time the tax was paid, whichever period expires later.16

An individual may not deduct or credit foreign items if he elects the "standard" 
deduction or the Optional Tax Tables (Code Sec. 36) .loa

The credit for foreign tax may he taken for income or profits taxes imposed by 
a foreign country or a U.S. possession upon a domestic corporation or a U.S. 
citizen, whether resident or nonresident (or imposed by a U.S. possession upon 
a U.S. resident), and paid or accrued during the taxable year. The credit applies 
against U.S. income tax liability (Code Sec. 903; Reg. § 1.903-1)."

An alien resident of the U.S. or a resident of Puerto Rico for the entire taxable 
year may credit taxes paid or accrued to any U.S. possession.

A resident alian or a lona fide resident of Puerto Rico during the entire taxable 
year is allowed a credit for such a tax assessed by any foreign country, only if 
the country of which he is a citizen or subject in imposing such taxes allows a 
like credit to citizens of the United Stiates residing in such country (Code Sec. 
901 (b) (3), Reg. § 1.901-1).18

A nonresident alien individual or foreign corporation is eligible for foreign tax 
credit as noted at K 1319.
1352. Limitations.

In computing the amount, of the "credit against the tax" on account of foreign 
laxes, two alternative limitations must be considered. One is called the "per
•country" limitation; the other is known as the "overall" limitation. Taxable 
income for the purpose of either method is computed, in the case of individuals,
-without deducting personal exemptions. Under the "per country" method, the
•credit is computed separately for foreign taxes paid to each country. The credit

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
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for taxes paid to each country is limited to that percentage of income taxes owed 
to the United States which taxable income from that country is of total taxable 
income. Under the "overall" limitation, the amount of credit is based upon the 
total amount of tax paid to all foreign countries and possessions and the credit 
may not exceed the same proportion of the tax against which the credit is taken 
as the taxpayer's taxable income from sources outside the United States bears 
to his entire taxable income for the year. (Code Sec. 904; Reg. § 1.904-1 ). 19

Example: A domestic corporation has $1,000 in income from foreign country X, 
which imposes a tax at the rate of 40%, and $1,000 in income from foreign country 
Y, which imposes a tax at a rate of 60%. In addition, the corporation has taxable 
income of $1,000 from within the United States. If the "per country" limitation 
is used, while the full $400 paid to foreign country X would be allowed as a credit, 
the credit for the tax paid to foreign country Y would be limited to $480 computed 
as follows:

$1440 (tentative U.S. tax, assuming flat 48% rate*) X
$1000 (taxable income from foreign country Y)

$3000 (total taxable income)
The total credit would thus be $880. Whereas under the "overall" limitation, 
$960 of the $1000 paid to foreign countries X and Y would be allowable, since the 
limitation would be $960 computed as follows :

$1440 (tentative U.S. tax, assuming flat 48% rate) X
$2000 (taxable income from foreign countries X and Y)

$300 (toTaTtaxableincome)
The "overall" limitation method can be elected, initially without the Commis 

sioner's consent at any time prior to the expiration of the 3-year period for filing 
refund claims for the tax year involved. Such an election is irrevocable without 
the Commissioner's consent except that an initial election can be revoked without 
his consent if the 3-year limit for filing a refund claim for the period of election 
has not yet expired. Where some of the members of an affiliated group which 
elects the "overall" limitation are Western Hemisphere trade corporations, no 
credit may be claimed by the group for foreign taxes paid by such corporations 
which are attributable to foreign tax rates exceeding the effective U.S. tax rate 
for such corporations (Code Sec. 1503(b) ).20 Compensating adjustments are per 
mitted, however, if the Western Hemisphere trade corporations are regulated 
public utilities.

In finding both the numerator (taxable income from foreign sources) and 
the denominator (entire taxable income) of the limiting fraction, only that part 
of the foreign income which is recognizable for U.S. tax purposes is considered. 1 
Thus, where all the foreign income is exempt from United States tax, the taxpayer 
is not entitled to a foreign tax credit. 2

Excess foreign tax credits resulting from the allowance by the United States 
of percentage depletion with respect to foreign mineral income are not available 
against other foreign income. Under the limitation, foreign income taxes paid 
or accrued to a foreign country or U.S. possession for foreign mineral income from 
sources within the country or possession are reduced, for foreign tax credit 
purposes, to the extent that the foreign taxes (or, if smaller, the amount of U.S. 
tax that would be computed on such income without the percentage depletion 
deduction) exceed the amount of U. S. tax on such income.3
1353. Special Computation for Interest and DISC Dividends.

Whether a taxpayer uses the "per country" or "overall" limitation, the foreign 
tax credit must be computed separately for certain types of interest and DISC 
dividends. This limitation must always be applied on a "per country" basis even 
though the taxpayer elects the "overall" limitation as to other income. Interest 
income subject to separate computation includes all interest other than (1) that 
derived from a transaction directly related to the active conduct of a trade or 
business in a foreign country or U.S. possession, (2) that derived from banking, 
financing or similar business, (3) that received from a corporation in

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
19 11 4313, 4314.
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the taxpayer has at least at 10% voting stock interest, and (4) that received on 
an obligation acquired in the disposition of a trade or business actively conducted 
by the taxpayer in a foreign country or U.S. possession, or in the disposition of 
stock or obligations of a corporation in which the taxpayer has at least a 10% 
voting stock interest (Code Sec. 904(f ).*
1354. Carryback and Carryover of Credit.

Where the tax paid or accrued to any foreign country (or United States posses 
sion) is more than the amount allowable as a credit under either the "per coun 
try" or "overall" limitation discussed at 11352, the excess may be carried back 
to the 2 preceding taxable years and then carried forward to the 5 succeeding 
taxable years (Code Sec. 904(d) ).B There can be no carryback or carryover from 
a "per country" year to an "overall" year or vice versa. 'Reg. § 1.904-3" provides 
special rules for the computation of the carryback and carryover of the unused 
foreign tax paid or accrued to a foreign country or possession by a husband and 
wife making a joint return for one or more of the taxable years involved in the 
computation. The statute of limitations on assessment and collection of tax for a 
year to which a carryback of an unused foreign tax credit was made is extended 
for 1 year after the statute runs for the year from which the carryback is made. 
(Code. Sec. 6501 (i).7
1355. Refunded, Tax.

If foreign tax is refunded and the taxpayer must pay a tax on the refund, in 
redetermining the U.S. tax for the year in which a credit was originally taken, 
the foreign tax refunded is reduced by the tax imposed on the refund. No separate 
credit or deduction is allowed for the foreign tax imposed on the refund. If a 
deficiency arises out of the redetermination of the prior year's U.S. tax, because 
of a refund of foreign tax, the interest on the deficiency cannot be greater than 
the interest received on the refund (Code Sec. 905(c) ; Reg. § 1.905-3)."
1356. Credit of a Domestic Corporation -for Tax on a Foreign Subsidiary.

A domestic corporation which receives a dividend from a foreign corporation in 
which it owns 10% or more of the voting stock may elect to take credit for the 
foreign tax levied upon the foreign subsidiary's accumulated profits that are the 
basis of the dividend received. If the dividend is from a foreign subsidiary other 
than a "less developed country corporation," the domestic corporation must in 
crease or "gross up" its tax base by including not only the dividend itself but 
also the tax paid by the subsidiary. (Code Sees. 78 and 902; Regs. §§ 1.78-1 and 
1.902-1—1.902.5) "

Foreign tax credit may also be taken where a domestic corporation (or individ 
ual U.S. shareholder electing t» be taxed as a domestic corporation) is required 
to include undistributed earnings of a controlled foreign corporation in gross 
income (see 111339). If the controlled foreign corporation is a "less developed 
country corporation," the domestic corporation will be deemed to have paid the 
same proportion of taxes paid by the foreign subsidiary to foreign countries and 
U.S. possessions during the taxable year which the amount of the undistributed 
earnings included in the domestic corporation's gross income bears to the foreign 
subsidiary's entire earnings, plus the amount of taxes it paid to foreign countries 
or U.S. possessions. If the foreign subsidiary is not a "less developed country 
corporation," the taxes paid by it to foreign countries and U.S. possessions are 
not included in the computation (Code Sec. 960) .10

TKANSFEE INVOLVING FOBEIGN CORPORATION

1363. Foreign Investment Company Stock.
Special provision govern the gain from the sale or exchange of foreign invest 

ment company stock by U.S. shareholders. Where a foreign investment company 
is registered as such with the Securities and Exchange Commission and more than 
50% of its voting stock or total value of stock is held by U.S. persons (see H 1339), 
gain from the sale or exchange of company stock held for more than six months 
will be tereated as ordinary income to the extent of the shareholder's ratable

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
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share of the company earnings and profits accumulated in years beginning after 
1962 (Code Sec. 1246).B
136Jf . Sale, Exchange or Redemption of Stock in Controlled Foreign Corporation. 

Special provisions govern the sale or exchange of stock in a controlled foreign 
corporation or the surrender of stock to a controlled foreign corporation for 
redemption in a transaction that would be treated as a sale or exchange under 
Section 302 or a complete or partial liquidation under Section 331. These pro 
visions affect U.S. shareholders owning 10% or more of the total combined 
voting power of all classes of voting stock of a controlled foreign corporation 
(more than 50% of the voting interest owned by U.S. shareholders) at any time 
during the 5-year period ending on the date of sale or exchange. In such case, 
gain on the transaction will be included in the gross income of the shareholder- 
seller as a dividend to the extent of that portion of the gain which is attributable 
to the earnings and profits of the foreign corporation allocable to the stock, accu 
mulated in corporate taxable years beginning after 1962, but only while the stock 
was held and while the corporation was "controlled." Certain distributions, 
however, are excepted from this tax treatment (Code Sec. 1248; Reg. §§ 1.1248 
1—1.1248-7 ).13
1365. Sale or Exchange of Patent, etc., to Controlled Foreign Corporation.

'Recognized gain from the sale or exchange to a controlled foreign corporation 
of a patent, an invention, model, or design (whether or not patented), a copyright, 
a secret formula or process, or any other similar property right is treated as 
ordinary income rather than capital gain. The sale or exchange must be made by 
a U.S. person (see If 1339). Control means actual or constructive ownership of 
stock possessing more than 50% of the combined total voting' power of all 
classes of voting stock. The above rule does not apply to an exchange under 
Code Sec. 351 or 361 where the exchange is shown not to be a tax avoidance plan. 
(Code Sees. 958,1249, 7701 (a) ; Reg. § 1.1249-1 ). 14

WITHHOLDING ON PAYMENT TO NONRESIDENT

13~1. Withholding on Income Other Than Wages.
To insure collection of the tax, withholding and payment are required by the- 

person paying the income, rather than the one receiving it, in the case of a pay 
ment to a nonresident alien individual, a foreign partnership or a foreign cor 
poration (U 1311) of fixed or deterniinable annual or periodical U.S. source in 
come which is not effectively connected with a U.S. trade or business (see 111313) 
(Code Sees. 1441, 1442; Reg. §§ 1.1441-1—1.1441-5)," including royalties 16 and 
patronage dividends.17 Withholding is also required on original issue bond dis 
count where a nonresident alien or a foreign corporation is required to include 
a ratable portion of such discount in income (Code Sec. 1441 (c) (8)).""

Income effectively connected with a nonresident alien individual's or a foreign 
corporation's U.S. business is not subject to withholding (Code Sec. 1441 (c) ; 
Reg. § 1.1441—4).M Compensation for personal services of a nonresident alien: 
individual is subject to withholding in the same manner as compensation to a 
"U.S. citizen or resident (Reg. § 1.1441-4).1B For scholarships and fellowship 
grants, see If 1320.
1372. Rate of Withholding.

The withholding rate for a nonresident alien is 30% except for compensa- 
sation as noted at If 1371 and except where modified by treaty (Code Sees. 1441, 
1442 ; Reg. §§ 1.1441-1—1.1441-4).»
1373. Returns on Withholding.

Every person required to withhold and pay a tax on income paid to a non 
resident alien individual, a foreign partnership or a foreign corporation must 
make an annual return on Form 1042 to the Director of International Opera-

Keferences are to paragraphs of the 1973 Standard Federal Tax Reports 
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tions, Internal Revenue Service, Washington, D.C. 20225, on or before March 15' 
(Code Sec. 1461; Reg. § 1.1461-2 J.1 For payment and deposit requirements for 
withheld taxes, see 11525.

Annual information returns on payments (except those shown on a w-2: 
Form) to nonresident alien individuals, foreign corporations and foreign part 
nerships are required on Form 1042S (Reg. § 1.1461-2 (c)) . 2

SENATE FINANCE COMMITTEE HEARINGS—REQUEST FOB INFORMATION ON TAXATION-- 
OF FOREIGN SOURCE INCOME BY COUNTRIES OTHER THAN THE UNITED STATES

The following material summarizes the general rules of 13 countries with re 
spect to their taxation of foreign source income, including:

(1) Taxation of income of foreign branches of domestic corporations;
(2) Taxation of foreign subsidiaries of domestic corporations;
(3) The taxation of interest, dividends and patent royalties received from, 

abroad;
(4) The treatment of foreign taxes paid by domestic corporations and their 

subsidiaries!.
In a few cases, a brief discussion of the intercompany pricing practices of the 

country is included. This material has been obtained from general sources and,, 
while it has not been verified by local tax authorities, is believed to be reasonably- 
current.

BELGIUM
Taxation of foreign source income

Belgian corporations are taxable on their worldwide income. However, income- 
of a foreign branch which is located in a country with which Belgium has ani 
income tax treaty is generally exempt. Income of a Belgian corporation generated. 
by a permanent establishment and taxed abroad is taxed at one-fourth the rate 
applied to income from domestic sources, as is income from foreign real property- 
owned by domestic companies. Income is "generated abroad" when the activity 
which produces it is carried on abroad. It is deemed to be "taxed abroad" if it is 
subject to regular tax in the source country even if in fact it is exempt from tax 
by the host country because of special rules such as, for example, a temporary- 
tax holiday granted by the host country. Special ordering rules for losses are 
provided so that losses incurred by foreign establishments must be offset first 
against other tax-exempt foreign profits, then against foreign profits taxed at 
reduced rates, and lastly against domestic profits. Income from real property 
owned by domestic companies and located abroad receives the reduction to one- 
fourth tho normal tax rate.
Taxation of foreign subsidiaries

Nonresident corporations (including those controlled by Belgian- residents)1 
are taxed only on Belgium source income. Only five percent of the dividends 
received by a corporation from another corporate entity are subject to tax. This 
applies to dividends from both domestic and foreign corporations; foreign: 
source dividends are subject on receipt to a precomple tax of 10 percent of 
dividend (discussed below) and the 95 percent inter-company dividend' exclusion- 
applies to the dividend net of the precompte.
Inter-company pricinff

While Belgium has no fixed rule regarding how much of the combined manu 
facturing and sales profit can be allocated to the foreign sales subsidiary, and 
while the Belgian authorities do have the power to reallocate the profits between 
the related companies, it appears that in practice the Belgian tax authorities 
have been lenient in allowing income to be assigned to the foreign subsidiary. 
Interest, dividends and royalties from abroad,

Interest or patent royalties from abroad are included in their net amount 
for purposes of determining the Belgian corporate income tax. A fixed credit 
equal to 15 percent of the net amount received is allowed if the income has been 
subject to tax in the foreign country. Foreign source dividends are subject to tax 
(called "precompete mobilier") at the rate of 10 percent of their net amount. 
Ninety-five percent of the dividend remaining after assessment of the "precompte' 
mobilier" is exempt from the company tax.

References are to paragraphs of the 1973 Standard Federal Tax Reports. 
1 '1 4882. 4882B. 
M4SS2B.
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Treatment of foreign taxes
Unilateral relief double taxation is granted in the form of the reduced 

rate of tax discussed above under foreign source income and in the form of a 
deduction from income received from abroad before assessing the "precompte 
mobilier."

BRAZIL 
Taxation of foreign source income

Resident corporations are taxed only on their domestic income. Income of a 
foreign branch or agency must be taken into the accounts of the Brazilian cor 
poration and dividend taxes are payable- upon its distribution but it is not taxable 
currently.
Taxation of foreign subsidiaries

A foreign corporation is taxed only on its income earned in Brazil. In the case 
of sales this generally means sales through an agent in the country. Foreign 
subsidiaries of Brazilian corporations are not taxed currently on profits earned 
abroad and distributions from such corporations do not appear to be included 
in the gross income of the Brazilian corporation. However, the income attributable 
to distributions from a foreign subsidiary will be subject to Brazilian dividend 
tax when distributed by the Brazilian corporation.
Interest, dividends and royalties from abroad

Payments for interest, dividends and royalties from abroad appear to be exempt 
from tax when received but subject to the dividend tax when distributed.
Treatment of foreign taxes

Because foreign source income is generally not subject to tax in Brazil, there 
is no adjustment for foreign taxes.

CANADA 
Taxation of foreign source income

Resident corporations are subject to tax on their worldwide income. Relief 
from double taxation on foreign source income is given by way of a credit for 
the foreign taxes paid or by way of exemption through tax treaties.
Taxation of foreign subsidiaries

Nonresident corporations are taxed on income from the conduct of a business 
in Canada. If a foreign corporation is a foreign affiliate of a Canadian taxpayer 
special rules apply. A corporation is a foreign affiliate if it is controlled by the 
taxpayer either alone or together with other related taxpayers, if 25 percent 
of its voting shares, or 50 percent of any class of shares are owned, directly or 
indirectly, by the taxpayer, or if 10 percent of its voting shares are owned by 
the taxpayer, and the taxpayer elects to have the corporation qualify as a foreign 
affiliate.

The income of a foreign affiliate is generally not taxed currently. An exception 
is provided in that a Canadian shareholder of a foreign affiliate is required to 
include in his income currently his proportionate share of the affiliates invest 
ment income and capital gains whether or not distributed. Dividends received 
by a Canadian corporation from a foreign affiliate are exempt from tax to the 
extent they are paid out of pre-1976 profits. Dividends paid out of post-1975 
profits are exempt if earned in a country with which Canada has a comprehensive 
treaty. If the dividends are earned in a non-treaty country the dividends are 
taxable in Canada, but are partially exempt, the exemption depending upon the 
amount of foreign tax paid by the affiliate and the amount of any withholding 
tax to which the dividend may have been subjected. 
Interest, dividends, and royalties from abroad

Interest, dividends and patent royalties must be included in the gross income 
of a Canadian recipient subject to a credit. 
Treatment of foreign taxes

A foreign tax credit is allowed to provide unilateral relief from double taxa 
tion where the income is not exempt under treaties. Under the ne\v law the 
credit is allowed up to the effective Canadian rate on the foreign inQome. After 
1975 the credit on Investment income of individuals will be limited to 15 percent, 
with the excess over 15 percent being deductible. In the case of business income 
a carry-over of any excess credit is provided.
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DENMARK

Taxation of foreign source income
Danish corporations are taxed on worldwide income. However, in the case 

of income attributable to a foreign permanent establishment, or from shipping 
between foreign ports, or from engineering or contracting operations In a foreign 
country, the Danish tax is reduced by approximately one-half.
Taxation of foreign subsidiaries

Nonresident corporations are taxable only on income attributable to a perma 
nent establishment or real property located in Denmark. This rule applies to 
foreign subsidiaries of Danish corporations. If a resident corporation owns more 
than a 25 percent interest of the shares in another corporation (foreign or domes 
tic), the parent company's income tax on its total income is reduced by that part 
of the income which is proportionally attributable to the dividends received from 
the subsidiary.
Interest, dividends, and rayalties from abroad

Interest, dividends and patent royalties received from abroad are included in 
taxable income of a resident corporation but the Danish company can credit 
foreign taxes against total tax in an amount equal to the foreign tax paid or 
the Danish tax attributable proportionately to the foreign income, whichever is 
less. The same rule applies if the income is derived through a foreign permanent 
establishment.
Treatment of foreign taxes

A credit is granted for foreign taxes paid with respect to all foreign income. 
In addition, credits are granted against interest, dividend and royalty income 
as discussed above.

FRAWCB
Taxation of foreign source income

French resident companies are subject to company income tax only on income 
from commercial and industrial activities carried on in France. Normally, 
corporations located in France are not. subject, to tax on income earned abroad 
through a iiermanent establishment, permanent representative, or a completed 
cycle of commercial activity (such as the purchase and sale of merchandise). 
In order to be excluded, the profits must be derived from the active conduct of 
a business located abroad. Losses incurred from these foreign operations may 
not be offset against French source profits. However, certain expenses related 
to the establishment of foreign branch sales offices are deductible for a limited 
period of time commencing with the tirst year of operation of the branch.

A resident company may apply for authorization from the Ministry of Economy 
and Finance to have the company income tax applied to either its worldwide 
profits and losses or to consolidated profits and losses, which would include profits 
and losses of subsidiaries (see discussion below).

An additional tax of 50 percent (the "precompte") on net distributions is 
payable by a resident company if (as far as is relevant here) the income dis 
tributed has not been subject to tax at normal rates. Foreign source income 
would thus be taxable subject to the precompte unless the company elected to 
be taxed on worldwide income.
Tax on foreign subsidiaries

As discussed above, a foreign corporation, including a subsidiary of a resident 
company, which does not conduct business activities in France is not subject to 
the company income tax on foreign source income. This exemption does not 
depend on the nature of the income; therefore, the exemption applies to pure 
holding companies as well as operating companies.

A French parent company is entitled, to exclude from income 95 percent of 
the dividends received from a foreign subsidiary, whether or not the foreign 
subsidiary is subject to tax in its resident jurisdiction. A parent company is 

.any French corporation: (1) owning 10 percent, of the capital of the payor 
corporation, or (2) having a share interest costing more than 10 million Francs, 
or (3) having a share interest originally costing 2 million Francs and which 
represented more than 10 percent of the- company's capital but which, as a 

• result of later stock issuance, represents less than 10 percent of the capital of 
the payor corporation.

96-006—73—pt. 1———17



232

Upon distribution, a French company must pay the precompte equal to one- 
half of the dividend to the French Treasury with respect to profits that did not 
bear the normal 50 percent French corporate tax rate. At the shareholder level, 
the shareholder is entitled to a credit equal to one-half of the dividend, which 
is applied against his personal tax on the dividend grossed up by the credit. 

. For purposes of determining whether the precompte is payable with respect to 
a particular dividend distribution the French company may arbitrarily deter 
mine the earnings from which the dividend is deemed paid. Therefore, if distribu 
tions are allocated first against manufacturing income on which the normal 
corporate tax has been paid no precompte is due unless the dividend exceeded 
the available manufacturing income. The result could be to shield the dividends 
from foreign subsidiaries from practically all French tax.

In addition, a 50 percent owned foreign subsidiary may be included in the 
consolidated return system discussed above.
Intercompany pricing

France applies an arm's length standard for intercompany sales of goods. 
Profits indirectly transferred to controlled enterprises outside of France through 
intercompany pricing are to be reallocated on an arm's length basis and such 
adjustments may be based on comparison with the operations of similar enter 
prises operating normally. While France has complete procedural rules for chal 
lenging intercompany pricing, there is evidence that where exports are involved 
the pricing rules are loosely applied. Exporters holding a "carted exportateur" 
(exporter's card) are entitled to a relaxation of the arm's length pricing rules. 
It is understood that, under administrative interpretation the rule has not been 
employed where exporting enterprises holding the "carted exportateur" can 
establish the sales made by a parent French corporation to foreign subsidiaries 
at prices approximating cost do not have as their objective the shifting of income 
but are due to "commercial requirements."
Interest, dividends and royalties from abroad

Interest, dividends and patent royalties received from abroad are subject to the 
company income tax, but foreign taxes imposed on these payments are deductible 
in computing taxable income. Royalties, interest and dividends earned through 
a foreign permanent establishment are exempt under the general rules discussed 
above.
Treatment of foreign taxes

Foreign income taxes relating to exempt income are not deductible or credi 
table while foreign taxes relating to income taxable in France are deductible. 
If the French company elects to be taxed on its worldwide income foreign income 
taxes on dividends, interest and royalties are creditable, other taxes are deduct 
ible

FEDERAL REPUBLIC OF GERMANY

Taxation of foreign source income
A resident German corporation is subject to the company income tax which 

is levied on worldwide income. Nonresident corporations are taxed only on income 
from German sources. A corporation is considered to be a German corporation 
if its main office or seat of management is in Germany.

In addition to the company tax, a business tax is levied on all business estab 
lishments located in Germany. Profits attributable to a foreign permanent estab 
lishment are excluded from the tax base for purposes of determining the busi 
ness tax.
Taxation of foreign subsidiaries

The income of a foreign subsidiary of a German parent corporation is not in 
cluded in the parent company's income until remitted to it in the form of a 
dividend or other distribution. Dividends paid to the parent are included in 
full in its taxable income subject to a credit for foreign withholding taxes paid. 
Lump sum taxation at the rate of 25 percent may be granted on dividend income 
from a 25 percent or more owned foreign subsidiary. By treaty, however, Ger 
many usually does not include in income dividends received from subsidiaries 
where the German parent owns 25 percent or more of the stock of the subsidiary. 
Under a 1965 decree, where income is transferred under abnormal Conditions to 
affiliates located in tax-haven countries, the transactions may be s«t aside and 
income taxed currently.

Under limited conditions, the losses of a newly acquired or established foreign 
subsidiary may be used to defer taxes on the parent's income for 5 years. Thfe
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losses must be recaptured after the 5 years or when the subsidiary becomes 
profitable. This provision applies only to manufacturing and trading subsidiaries 
which are 50 percent or more owned.
Intercompany pricing

Strict arm's length pricing rules are provided, and they are strictly enforced.

Interest, dividends and royalties from abroad
Income from patent royalties, dividends and interest recevied from abroad must 

be included in taxable income subject to a credit for foreign taxes paid.

Treatment of foreign taxes
A credit for foreign withholding taxes paid on foreign source income is granted 

against the company tax. Foreign income taxes paid with respect to royalties 
dividends and Interest received from foreign sources are also creditable. The 
credit in either case is limited to that part of the German tax which bears the 
same proportion to the total German tax as foreign income bears to total income. 
Other foreign taxes are deductible and not creditable.

Foreign income taxes levied on direct sales by a German company are neither- 
credited nor deductible.

IRELAND

Taxation of foreign source income
Resident companies are subject to the corporation profits tax and the income 

tax on their worldwide income. However, liberal tax holidays are available for 
manufacturing and exporting enterprises. For purposes of the corporation profits 
tax, resident companies are those incorporated in Ireland. For purposes of the 
income tax, resident companies are those which have their central management 
and control in Ireland.
Taxation of foreign subsidiaries

Nonresident corporations are taxable in Ireland only if they are doing business 
in Ireland. Dividends from a foreign subsidiary are fully subject to tax in Ire 
land after reduction for foreign taxes.
Interest, dividends and royalties from abroad

Patent royalties, dividends and interest received from abroad must be in 
cluded in computing taxable income for the income and corporation profits tax, 
Without exemption or credit.
Treatment of foreign taxes

There is no unilateral relief provision for the avoidance of double taxation. 
Foreign taxes are not creditable but are deductible in computing taxable in 
come. This includes foreign taxes attributable to royalties, dividends and interest.

Taxation of foreign source income
Resident companies are subject to a business income tax and a company tax. 

The tax on business income is levied on income earned in Italy. In addition, the 
tax is payable on income earned abroad unless the income is earned by a foreign 
permanent establishment with separate administration and accounting in the 
foreign country. The company tax is levied on "worldwide excess profits", and 
on net worth after deduction for foreign taxes paid.
Taxation of foreign subsidiaries

The foreign source profits of a subsidiary of an Italian corporation are not 
subject to current income taxation in Italy except to the extent those profits 
are attributable to a permanent establishment in Italy. Dividends received from 
a subsidiary are not subject to the business income tax but are subject to the 
company tax.
Interest, dividends and royalties from abroad

Patent royalties from foreign sources are subject to the business income tax, 
unless the Italian company has a permanent establishment in the country of 
source. Foreign dividends are exempt from all taxes unless the shares on which 
they are paid are placed in an Italian bank, in which case the bank must with 
hold a tax equal to 5 percent of the dividend. Interest income from foreign 
sources is subject to the tax on business income if it is considered to he business
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income. Patent royalties, dividends and Interest are included in taxable income 
in computing the company tax.
Treatment of foreign taxes

Taxes paid abroad are deductible for purposes of computing the corporation 
tax.

JAPAN

Taxation of foreign source income
A domestic corporation is taxable on its worldwide income with relief from 

double taxation being given through the medium of a foreign tax credit.
Taxation of foreign subsidiaries

A nonresident corporation is subject to the corporation tax, and, in some cases, 
the income tax only on its income from sources within Japan. Consequently, the 
income of a nonresident corporation with no Japanese source income is not 
taxed in Japan. An "indirect foreign tax credit" is given to a domestic corpora 
tion which received a dividend from a foreign subsidiary corporation if the 
domestic corporation owns 25 percent of the shares of the foreign subsidiary, or 
25 percent of its paid-in capital, or 25 percent of the voting power, and the foreign 
subsidiary is established for the purpose of carrying on a business in the foreign 
country and not for the purpose of avoiding taxes.
Interest, dividends and royalties from abroad

Apparently, interest, dividends, and patient royalties from abroad are fully 
taxable in Japan. It would appear that when income of this type is earned by a 
foreign permanent establishment of a Japanese corporation and subjected to tax 
in the foreign country, the tax is creditable.
Treatment of foreign taxes

Foreign corporate taxes on a domestic corporation are creditable against the 
Japanese corporation tax subject to an overall limitation equal to the proportion 
that total income from sources outside Japan bears to the entire income of the 
corporation subject to the Japanese corporate tax. A credit is also given in the 
case of dividends received from a "foreign subsidiary" (see discussion above).

THE NETHERLANDS

Taxation of foreign source income
Resident corporations are subject to corporate income tax on their worldwide 

income. However, the profits of a foreign permanent establishment and income 
from foreign real property are exempt from Dutch tax if there is a treaty pro 
viding an exemption, or if the income is subject to tax in the foreign country. 
In the case of income taxed in a foreign country relief is given in the form of a 
tax reduction equal to the percentage that the foreign source income bears to the 
worldwide income. In addition, losses of the foreign branch may be deducted from 
domestic taxable income but with a corresponding adjustment in the computa 
tion of the domestic tax liability for foreign branch profits for subsequent years. 
This adjustment prevents a double deduction of the loss.
Taxation of foreign subsidiaries

Profits of a foreign subsidiary of a Dutch parent are not taxable except to the 
extent that the subsidiary has income from a permanent establishment in the 
Netherlands. Dividends received by a Dutch shareholder from a foreign sub 
sidiary are exempt if the investment in the subsidiary is not less than five per 
cent of the paid-in capital, and the holding of the shares is within the scope of 
the business activity of the parent company. Costs incurred with respect to par 
ticipation in the foreign subsidiary are not deductible to the parent. Thus, interest 
on loans, the proceeds of which are used to acquire a foreign subsidiary, would 
not be deductible.
Intercompany pricing

As a general rule, the pricing of transactions between a Dutch parent and a 
foreign subsidiary must be on an arm's length basis. Adjustments will be made 
if the arm's length standard is not maintained. Agreements may be reached in 
advance with the Tax Administration as to the intercompany profit allocation. 
Such methods as cost-plus, pro-rata division of aggregate profits, and discount 
practices or commission schedules have been agreed to. Apparently, when alloca-
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tions are made on the basis of a pro-rata division, the sales profits may be esti 
mated at a relatively higher percentage than the manufacturing profits.
Interest, dividends, and royalties from abroad

Patent royalties, dividends and interest received from abroad are subject to 
the company income tax, after deduction of foreign taxes. There is no credit 
given. If these amounts are derived through a foreign permanent establishment, 
they are exempt, provided the permanent establishment is subject to income tax 
in the country of service.
Treatment of foreign taxes

Foreign withholding taxes on income subject to tax in the Netherlands are 
deductible. In the case of other income taxes a credit is given in the proportion 
the foreign income bears to total income.

NORWAY
Taxation of foreign source income

Resident companies are taxable on their worldwide income. However, one-half 
of income from foreign real property and income from permanent establishments 
abroad is exempt from tax. Resident companies are those having their head office 
or center of management in Norway. The local income taxes (imposed by munici 
palities ) are also computed on the basis of worldwide income.
Taxation of foreign subsidiaries

A. nonresident corporation is not taxable on its income, other than income 
attributable to a Norwegian permanent establishment, until distributed to Nor 
wegian shareholders. If a Norwegian company either alone, or together with not 
more than nine other Norwegian residents, owns at least 95 percent of the shares 
in the foreign company, and the foreign company is the owner of real property 
or business establishments outside of Norway, then Norwegian taxes are levied 
on only one-half of the dividends distributed by the foreign company.
Interest, dividends and royalties from abroad

Patent royalties, dividends and interest received from abroad are fully subject 
to tax in Norway after deduction for foreign taxes. If the royalties, dividends 
and interest are derived through a permanent establishment in the foreign coun 
try taxes as levied on only one-half of the income. Dividends received from a 
foreign subsidiary are likewise partially tax exempt if the requirements dis 
cussed above are met.
Treatment of foreign taxes

Foreign taxes paid are deductible expenses. There is no credit.

SWITZERLAND

This discussion concerns only the Federal tax. The cantonal and municipal tax 
burdens are usually heavier than the Federal, but any discussions of them is 
difficult as there is no uniformity among their tax laws. However, the basic 
principles concerning the determination of taxable income are, in most cases, 
based on the Federal rules.
Taxation of foreign source income

A resident company is one which is incorporated in Switzerland. Resident com 
panies are subject to Federal income tax levied on their worldwide income; 
however, they are not subject to tax on income attributable to a foreign perma 
nent establishment and income from foreign real property. These companies are 
also subject to a net worth tax on worldwide assets with the same exemption. 
The rates of tax which apply to taxable income and net worth are generally 
determined as if no part of income or net worth were exempt.
Taxation of foreign subsidiaries

A foreign subsidiary of a Swiss parent, as is the case with all nonresident 
companies, is taxable only on income derived through a Swiss permanent estab 
lishment, income from real property located in Switzerland, and interest from 
loans secured by real property located in Switzerland. The net worth tax is 
levied on assets the income from which is subject to the income tax. A special 
reduction in tax is given for dividends received from a company in which the 
Swiss parent has a "substantial interest," which is defined as ownership of 20
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percent of the stock of a Swiss or foreign company or ownership of S Prs. 
2,000,000 worth of stock in such a company. The dividends are included in gross 
income, but the tax liability of the recipient company is reduced in the same 
proportion that dividends received from the substantial interest bears to total 
gross income. 
Interest, dividends and, royalties from abroad

Income from patent royalties, dividends and interest from abroad is included 
in taxable income after a deduction of foreign taxes. Special rules apply to divi 
dends from a company in which the recipient company has a substantial interest 
(see discussion above).
Treatment of foreign taxes

There is no direct relief from double taxation; however, income attributable 
to a foreign permanent establishment or foreign real property is exempt from 
tax. In addition, the special rule relating to dividends from a company in which 
the recipient company owns a substantial interest applies to foreign as well as 
domestic subsidiaries.

UNITED KINGDOM

Taxation of foreign source income
Resident companies are subject to tax on their worldwide income. Generally, 

a company resides at the place where its central management and control actually 
abide. Relief from double taxation is given bilaterally by way of treaty, or 
unilaterally through a credit.
Taxation of foreign subsidiaries

Nonresident companies are taxed on income derived from trading within 
the United Kingdom through a branch or agency situated there. There is no 
current taxation of other income of nonresident corporations. A credit is given 
for taxes paid by the foreign subsidiary on its profits if the resident parent 
holds not less than 10 percent of the voting power in the distributing company.
Intercompany pricing

The United Kingdom's tax law contains a provision which is similar to our 
section 482, but more limited. Generally, arm's length dealings on sales between 
related parties are required. We understand that it is unusual for adjustments 
to be made in the case of export sales.
Interest, dividends and royalties from abroad

Foreign income, including patent royalties, dividends and interest received 
from foreign sources must be grossed up with the appropriate amount of foreign 
tax and then included in the income of the resident company. A credit is then 
granted. The same rule applies to patent royalties, dividends and interest derived 
through a permanent establishment in a foreign country.
Treatment of foreign taxes

A credit is given for foreign taxes paid which may not exceed the amount 
of United Kingdom tax corresponding to the gross foreign income. In addition, 
a credit is given for taxes paid by a distributing subsidiary (see discussion 
above).

Question (l)Cb). What U.S. mineral exploration and development tax allow 
ances are provided for such activities outside of the United States?

Answer. The same tax incentive is allowed by the Internal Revenue Code for 
foreign development (but not for exploration) of oil and gas wells as is allowed 
for domestic wells—a taxpayer may elect to deduct intangible drilling and de 
velopment costs as current expenses instead of capitalizing such costs (§ 263 (c) 
of the Code). In the case of minerals other than oil and gas, a taxpayer may 
elect to deduct all exploration expenses incurred in searching for ores and min 
erals within the United States. However, in the case of exploration expenses in 
curred in searching for ores and minerals outside the United States, there is a 
lifetime limitation of $400,000 (thus, all foreign and domestic exploration ex 
penses deducted by the taxpayer in prior years are counted in determining 
whether the $400,000 limitation has been exceeded) (see § 617). A taxpayer may 
elect to deduct in full all development costs for minerals other than oil and gas, 
without regard to whether the mineral deposit is located within or outside the 
United States, (see § 616).
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Question (1) (6) (j). Could you provide a comparative tax analysis of mineral 

exploration ana development tax allowances provided by the other 19 major industrial nations of the icorld?
Answer. With respect to the tax incentives which other industrial nations al 

low for mineral exploration and development, I refer you to Comparative Study 
of Tax Systems and their Effect on Foreign Mining Investments, prepared by 
Cooper & Lybrand for the American Mining Congress earlier this year. A copy of 
the study was submitted to the Committee on Ways and Means .on March 20, 
1973 by the American Mining Congress.

Question (l)(b)(2). Does the Department support the continuation of the 
percentage depletion allowance and similar tax preferences for foreign and min 
eral operations, and if so, why?

Answer. The Treasury Department is still studying the question whether it 
would be advisable to continue to allow the percentage depletion deduction and 
other tax incentives for foreign oil and mineral operations. The Department will 
be in contact with you with other Committee members in the near future on this 
question.

Question (2). Could you provide a history of American effort to support the 
dollar through dollar purchases. That is, during the period of pressure on the dol 
lar prior to August 15, 1911, what were the dimensions of Federal Reserve and 
Treasury efforts to support the dollar? What did the August 15, 1971, devalua 
tion cost the United States? After the devaluation, the value of our gold reserves 
were increased. By how much extra contribution did the United States have to make to internation organizations?

Answer 2. During the period of pressure on the dollar immediately prior to 
August 15, 1971, the Federal Reserve increased its swap drawings by $2,330 
million and the Treasury issued $333 million in foreign currency denominated 
securities. In addition, we utilized $1,155 million of our foreign exchange re 
serves. The use of reserves took the form of $244 million in gold sales, $50 mil 
lion in sales of Special Drawing Rights and a $859 million drawing on our gold 
tranche position in the IMF Fund.

The above-noted swap and foreign exchange obligations when added to those 
incurred in prior periods totaled $5,043 million.

When it was subsequently agreed in December 1971 that the dollar would be 
devalued, which was accomplished on May 8, 1972, after Congressional action, the 
estimated exchange loss resulting from the outstanding foreign exchange obli 
gations was $176 million for Treasury's Exchange Stabilization Fund and a 
roughly equal amount for account of the Federal Reserve.

As an offset to this combined estimated loss of $350 million, there was the in 
crease in the value of our gold holdings of $828 million and an increase of about 
$27 million in our foreign exchange holdings. In addition, there was a net loss 
of $42 million as a result of increasing the dollar value of our SDR assets and liabilities.

The maintenance of value obligations to the various international financial in 
stitutions totaled $1,578 million, of which only a small proportion represented a 
cash outlay and in return for which our drawing rights in the International 
Monetary Fund and participation in capital of the lending institutions were 
increased.

Question 2(a). Could the same data be provided for the period August 15, 
1911, through December 31, 1912, and for January 1, 1913, through the present, with particular emphasis on the cost to the United States of the la-test devaluation?

Answer 2(a). The only intervention in exchange markets engaged in during 
the period following August 15, 1971 through December 1972 was undertaken 
in July and August 1972, following the exchange market disturbance that en 
sued after the British pound was allowed to float. These operations, which 
totaled the equivalent of about $32 million in German marks and Belgian francs, 
were carried out without any exchange loss to the United States. In fact, there 
was a smalll profit involved since currencies used from prior holdings were sold 
at more favorable exchange rates and those borrowed under swap arrangements 
were obtained for repayment at more favorable rates as the dollar strengthened.

Intervention was again undertaken in late January and early February of 
this year prior to the proposal to again devalue the dollar. These operations, in 
German marks and Dutch guilders, totaled $399 million. All but $105 million 
of this total was financed from foreign exchange holdings of the Treasury or the 
Federal Reserve that had been acquired at an earlier period and their sale re 
sulted in a profit. The $105 million obtained by a Federal Reserve swap drawing
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did however, result in an exchange loss due to the subsequent exchange rate 
change. The net cost of these operations was approximately $3.4 million.

With respect to the increase in the value of our assets and liabilities that 
are expected to result from the currently proposed devaluation, for which legis 
lation is now being considered, a table with explanatory notes previously pre 
pared for the Congress is attached and gives a detailed accounting.

Summary Table—Financial Effects of U.S. Devaluation
I. On U.S. financial statements : Millions 

A. Increase in assets____——————————__——————————— $2, 518 
B. Increase in liabilities_—————————_————————————— 1, 900

C. Net increase in assets________________________— 618 
II. On records of contingent liabilities: Increase in obligation to make 

additional capital subscription to the international lending institu 
tions, if called________________________________— 992

III. On maximum appropriation required——___________——— 2, 225
IV. On forecast budgetary expenditures :

Fiscal year 1973_____________________________— 0 
Fiscal year 1974_______________________________ 12 

Fiscal years 1975-85 (per annum)—______———___——— 40
FINANCIAL EFFECTS OF U.S. DEVALUATION 

Amount Remarks

I. On U.S. financial statements: 
A. Increase in assets:

1. Increase in value of reserves:
Gold................................
Special drawing rights (SDRX_-__-----
Gold tranche automatic IMF drawing 

rights.
2. Increase in Value of U.S. currency sub 

scriptions in the International Monetary 
Fund (IMF).

3. Increase in value of U.S. participation in 
capital of international lending institu 
tions.

Total assets___.. . . _____ 
B. Increase in liabilities:

1. Treasury debt in foreign currencies....__
2. Federal Reserve obligations in foreign cur 

rencies.
3. Increase in repayment of obligations to IMF: 

For currency drawings______.... 
For SDR allocations..._.....__...

4. Required additional subscription to the IMF.
5. Obligation for additional capital subscription 

to international lending institutions.

Accruing to:

$1,165 Treasury General Fund.
218 Exchange Stabilization Fund.

52 Treasury General Fund.

606 Do. 

477 Do.

Total liabilities.

C. Net increase in assets______._..__......
II. On records of contingent obligations: Increase in obligation 

to make additional capital subscription to the inter 
national lending institutions, if called.

III. On maximum appropriation required.,.....
IV. On forecast cash expenditures:

Fiscal year 1973_ .. _ __ ..... 
Fiscal year 1974___.___. .. ". ___.. 
Fiscal years 1975-85____ .. _ """"""__......

2,518

193
196

150
278
606
477

1,900
618
992

2,225
0

12•40

Do. 
Financed from:

Exchange Stabilization Fund. 
Federal Reserve Resources.

Appropriations or exchange of assets. 
Exchange Stabilization Fund. 
Appropriations or exchange of assets. 
Appropriations.

Do.

i Per annum.

NOTES TO TABLE : "FINANCIAL EFFECTS OF U.S. DEVALUATION"

I. ON U.S. FINANCIAL STATEMENT
A. Increase in Assets

Devaluation will result in increases in the dollar value of thre^ types of 
assets: (1) reserve assets, (2) currency subscriptions in the International 
Monetary Fund, and (3) paid-in capital subscription to the international 
development lending institutions. The total increase in all three classes is 
$2,518 million.
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1. Reserve Assets

OoM.—United States holdings now total $10,487 million. After devaluation the 
value of these holdings in current dollars will increase by 11.11% or $1,165 
million. The increment in value of gold will result in a direct cash inflow into 
the Treasury of $1,165 million as gold certificates equivalent to the increase 
in gold value are issued to Federal Reserve banks. However, under unified 
budgetary accounting concepts, this increment in value wall not be considered a 
budgetary receipt.

Special Drawing Rights (SDR).—SDK's are an international reserve asset 
that are created by the IMF and allocated among members. These assets have 
.a gold value and United States holdings now totalling $1,958 million will 
increase by 11.11% or $218 million.

Gold Tranche.—The gold tranche is the amount of our automatic regular
•drawing rights on the International Money Fund. These rights can be used by 
the United States to purchase or draw foreign currencies from the Fund to 
meet a balance of payments need. These rights, which are included in U.S. 
reserves, now total $469 million. They represent gold paid to the Fund in partial 
fulfillment of U.S. subscription obligations and will increase in value by 11.11%
•or $52 million.

2. Increase in value of our currency subscriptions in the International
Monetary Fund

Seventy-five percent of our subscription to the IMF was paid in United States 
dollars but this subscription of $5,456 million was denominated on the books of 
the Fund in dollars of a fixed weight and fineness of gold. Thus, the value of 
this subscription will increase in terms of current dollars after devaluation to 
a total of $6,062 million—an increase of $606 million. This increase in value 
allows us to increase our drawing rights, maintain our share of voting rights 
and allocations of Special Drawing Rights.

3. Increase in Value of U.S. participation in Capital of Development Lend 
ing Institutions

Paid-in investment in the World Bank, the International Development Asso 
ciation, the Inter-American Development Bank and the Asian Development Bank 
are also denominated in dollars of a fixed weight and fineness of gold. United 
States investments in these institutions will increase in value by $477 million. 
The increase for the Inter-American Development Bank will be $233 million, 
for the World Bank—$71 million, for the International Development Associa 
tion—$161 million, and for the Asian Development Bank—$12 million.
JJ. Increase in Liabilities

J. Treasury Debt in Foreign Currencies
The Treasury has outstanding $1.714 million in foreign currency borrowings— 

$306 million in German marks and $1.4 billion in Swiss francs. Repayment of 
these obligations at maturity under the new rates of exchange are estimated to 
result in approximately $193 million additional expenditure of dollars. The 
actual amount of loss will vary depending upon the market rates at which the 
currencies are obtained for repayment. The liability for meeting this additional 
cost is borne by the Exchange Stabilization Fund. Thus, no appropriation or 
budgetary expenditures are involved.

2. Federal Reserve Obligations under Swaps
The Federal Reserve has outstanding mutual deposit arrangements or so-called 

^'swaps'' with foreign central banks totaling $1,639 million. The cost of buying 
foreign currencies to repay these swan obligations is estimated to increase by 
about $196 million over what it would have been prior to devaluation. The actual 
amount of loss will vary depending upon the market rates at which the currencies 
are obtained for repayment. The Federal Reserve will bear this additional cost 
and no appropriation or budgetary expenditures are required.

3. Increase in Repayment Obligation, to the IMF
'For Currency Drawings.—The United States now has a drawing outstanding, 

representing U.S. purchases of foreign exchange from the International Monetary 
Fund in the amount of $1.4 billion. The International Monetary Fund Articles 
of Agreement, require the United States to maintain the value of these dollars 
held by the Fund in terms of gold. The payments required, in the form of a 
letter of credit, will amount to $150 million.
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For SDR Allocations.—Special Drawing Rights allocated to the United States 
are also denominated in terms of gold. The United States has been allocated a 
total of $2,491 million in Special Drawing Rights and should the SDR scheme 
ever be liquidated, the United States would incur an increased liability of $278 
million.

'4. Required Additional Subscriptions to the IMF
In addition to the currency drawing maintenance of value described under 

item 3 above, the United States has a maintenance of value obligation on its 
currency subscription in the Fund of $5,455 million. Under Fund rules, this 
currency subscription must be maintained in gold value requiring a payment of 
$606 million in the form of a letter of credit.

5. Obligations for Additional Capital Subscriptions to International Finan 
cial Institutions

The United States will incur an increased paid-in capital obligation to the 
international development institutions totaling $477 million. The amounts are: 
World Bank $71 million, Inter-American Bank $233 million, Asian Development 
Bank $12 million, and the International Development Association $161 million. 
These amounts will be financed from an appropriation requested of Congress.

This maintenance of value obligaton stems firom similar, but not identical, 
provisions in the agreements governing each of the international lending insti 
tutions providing that each member country that devalues its currency must 
maintain the value of its contributions as measured by a common yardsick, in 
this case gold. The purpose of this requirement is to assure that the contributions 
of all members are maintained in value in relation to each other despite changes 
in exchange rates. This provision has worked in favor of the United States by 
assuring that other countries that devalue their currencies do not diminish the 
value of their contributions. Thus, the burden-sharing principle is not adversely 
affected by currency devaluations. The maintenance of value provision also 
assures that our share in the assets and voting rights in these institutions is 
not impaired by our devaluation.

All other countries have fulfilled their maintenance of value obligations. In 
total, there have been over 200 par value modifications in the International 
Monetary Fund and in each case the country concerned has fulfilled its main 
tenance of value obligations in the international financial institutions. Moreover, 
most countries, especially the large industrial countries, have fulfilled these 
obligations promptly. For example, France devalued in 1957, 1958 and 1969. In 
the first instance, maintenance of value was made on the date of devaluation, in 
the second, two days after, and in the third, three days after. In the case of the 
United Kingdom's devaluation in 1967, maintenance of value was made 33 days 
after and in the case of Canada in 1962, 28 days after.
C. Net increase in assets

Increases in assets total about $2.5 billion; increases in liabilities total about 
$1.900 million; the result is a net increase in assets of about $618 million.

H. ON RECORDS OF CONTINGENT OBLIGATIONS

Increase in Obligation to make Additional Capital Subscription to the IFI's, 
if called.

In the World Bank, the Inter-American Development Bank (IDB) and the 
Asian Development Bank (ADB). our subscription of callable or "guarantee" 
capital is denominated in dollars of a fixed weight, and fineness, and the change 
in the par value of the dollar will mean an increase of 11.11% in our callable 
capital obligation. The U.S. callable capital obligation in the World Bank is $703 
million, in the IDB it is $205 million, and in the ADB it is $12 million. The total 
increase in the current dollar amount of these callable capital subscriptions 
amounts to $920 million.

This callable capital is a highly contingent liability. It has never been called 
in the past and it is highly unlikely that these subscriptions will be called 
in the future, considering the size of already existing callable capital and the 
reserves which the international banks have built up. Therefore, no budgetary 
impact is anticipated. Nevertheless, funds must lie available to meet thege obliga 
tions if they are ever called, and an appropriation of $920 million will be 
renuested.

Of the total maintenance of value for the IDB-FSO of $241 million, $72 million 
is a contingent liability representing loans that have been made in dollars but 
are repayable in either dollars or other currencies. If repaid in other currencies,
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and this is the most likely prospect, the United States will have no maintenance 
of value obligations on this sum.

III. ON MAXIMUM APPROPRIATION REQUIRED

Appropriations will be required for the paid-in capital subscriptions to the 1 
international lending institutions and for the callable capital subscriptions to 
these institutions. Payments to the International Monetary Fund can be handled 
as either an appropriation or as an exchange of assets. The maximum appropria 
tions to be requested are as follows:

Millions
Paid-in capital___ ______________ ___ ______ ______ $477
Callable capital_____________________________________ 992
International Monetary Fund____________________________ 756

Total________________________________________ 2,225 
The maximum amounts for each institution are as follows:

[In millions of dollarsl

Callable To be paid in

IBRD-..---.-..- -
IDA. ............
IDS.-.-.-- .
ADB— ..........

Subtotal. ._
IMF...........

Total......

...... ......... 703

. ........ . ............. 277
. .. .......... 12

.. . .. .......... 992
. ........ 0

.....----- 992

71
161
233

12

477
756

1,233

These amounts are approximate. The exact amount of maintenance of value 
obligations can be determined only on the basis of holdings on the day of formal 
change in par value.

IV. ON FORECAST BUDGETARY EXPENDITURE

Budgetary expenditures are expected in the near future only from a portion 
of credit except for the Asian Development Bank. In the case of that institution, 
In most cases these obligations will be met, at least initially, not by cash ex 
penditures but rather by the issue of letters of credit, which do not constitute 
budget expenditures. All of the paid-in capital subscriptions will be paid in letters 
of credit except for the Asian Development Bank. In the case of that institution, 
one-half of the paid-in subscription is required to be paid in cash. Moreover, .the 
letter of credit portion is expected to be drawn during fiscal year 1974. Thus, 
the full maintenance of value amount of $12 million is expected to be paid to the 
Asian Development Bank in cash during fiscal year 1974.

No draw-downs on the other letters of credit are expected in fiscal years 1973 
and 1974. It is expected that draw-downs will begin in fiscal year 1975 and will 
be spread out evenly over about an 11-year period resulting in draw-downs of 
$40 million per annum.

Question (2)6. To what extent does the Department feel that multinational 
corporations contributed to this winter's pressure against the dollar? What steps 
does the Administration propose to take to control these corporations?

Answer. This is a difficult and complex question. The pressure in the exchange 
markets came from many sources and reflected various motivations. Among the 
possible sources of transactions are U.S. as well as foreign banks, U.S. and 
foreign-controlled multinational corporations and other non-banking companies, 
individuals all over the world and some governments and central banks. The 
Underlying balance-of-payments disequilibrium provided some of the reason for 
the movement of funds. To this were added the motives of hedging and specula 
tion which tend to arise particularly strongly and suddenly during times of un- 
<Jertainty about the durability of exchange rate relationships.

It is difficult to Biake a distinction between hedging in order to protect a 
business transaction and "speculating" for the sole purpose of making a profit on 
^n exchange rate cUange. For example, a company could be planning to make 
investments in its subsidiary in a country which is expected to revalue its cur- 
*ency. To avoid having to put up more dollars to make the same investment, the
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company would buy the foreign currency in advance. The company would regard 
such a capital outflow as a legitimate business hedge.

The Administration is actively engaged in an effort to improve the quality of 
balance-of-payments statistics and to better our understanding of the nature 
&t the capital flows that took place during the exchange market disturbances 
earlier this year. Letters were sent on April 23 to the presidents of some 1300 
corporations asking for their cooperation in this effort. We also expect to nave 
direct contacts with a representative group of corporations.

More broadly, we are working to establish a new monetary system better 
Capable of dealing with disruptive short-term capital flows. Such a system should 
facilitate basic adjustments and minimize the likelihood of large and persistent 
disequilibria which feed speculative activity. Also, the monetary system can help 
to limit the incentives for short-term capital flows by built-in stabilizers, such as 
wider margins. The Committee of 20 on international monetary reform and re 
lated issues announced on March 27 in Washington an intensive study of dis- 
equilibrating capital flows. The Deputies of the Committee of 20 have established 
a technical working group for this purpose.

Question (2)c. What is the total pressure ivhich can be brought against the 
dollar from dollars noic held 6j/ foreigners and in the reserves of internationl 
uorporatlons?

Answer. There is no adequate basis for estimating the amount of liquid funds 
available to move at short notice from one currency into another, whether held 
by multinational corporations or by others. The potential from existing balances 
is only one element; credit can also be used for such purposes. While liquid 
balances are very large, there are various constraints on the use of many types 
of such assets. For example, a large portion of the liquid assets held by foreign 
governments and central banks in the U.S. is generally not shifted for reasons 
associated with expected exchange rate changes since the holders are well aware 
of the disruptive effects of such moves for the international monetary system. 
Furthermore, both official and private holders of short-term dollar assets have 
working balance requirements and other commitments which tend to make it 
difficult for them to reduce liquid assets below a certain level.

There are also dollar funds available for conversion into other currencies in 
the Euro-dollar market, held by both foreign official institutions and private in 
dividuals and institutions. The total liabilities of the Euro-banks in this market 
have been estimated at over $70 billion (at the end of 1971) by the Bank for In 
ternational Settlements. This total appears to reflect a good deal of pyramiding 
and double-counting. In any case, only a portion of the funds in the Euro-dollar 
market represents demand deposits and other holdings that can be readily moved.

The Tariff Commission's recent study on multinational corporations contains 
data in Table 7 of its Chapter V (page 537), which attempts to reconstruct the 
.short-term assets and liabilities of principal private and official institutions op 
erating on the international scene. From this table, the study estimates that these 
institutions possessed some $268 billion in short-term assets at the end of 1971 
"with the lion's share of the.se assets under control of multinational firms." As 
the Tariff Commission's report itself recognizes, the figures in Table 7 are very 
tenuous and contain double-counting and other errors. Furthermore, it is likely 
that the bulk of the assets of U.S. corporations other than 'banks and of the for 
eign affiliates of those firms as represented in the table consist of inventories, 
receivables, and other non-liquid current assets, rather than bank deposits and 
ether readily available funds.

The sole figure which presumably represents short-term dollar assets of 
MNC's is the entry in Table 7 which shows $4.7 billion in assets of U.S. non- 
banks at the end of 1971. There is no dollar-denominated breakdown for the for 
eign affiliates of U.S. non-banks. Given the nature of the operations of U.S. MNC's 
abroad, one would expect that their short-term assets would be overwhelm 
ingly in foreign currencies, rather than in dollars.

In theory, all liquid assets in the U.S. domestic economy, held by banks, non- 
banking institutions and by individuals, as well as the whole gamut of trans 
actions between U.S. and foreign residents are susceptible to conversion or man 
agement in a way in which would give rise to international capital movements. 
Some of these transactions would come under the purview of the Il.g. Govern 
ment's capital outflow restraints and others would not.

In sum, various types of estimates of the amounts of potentially volatile inter 
national flows can be constructed. All would be based in inadequate data and on 
assumptions that can be questioned. However, it is clear that the amount of 
potential pressure which can be brought to bear on exchange markets is very 
large in situations of acute disequilibrium and deep uncertainty. The important
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lesson is that we must prevent such situations from developing. That is an aim 
of monetary reform.

Question 2(A). Can you explain the American position with respect to the 
Paris agreement and, in particular, can you describe the circumstances in which 
the United States will support the dollar through Hollar purchases, how much 
support we will provide (in billions of dollars)? Is it possible for the United 
States, in an effort to support the dollar against the enormous speculation 
which is possible, to again lose "money" through support activities? If so, what 
objections does the Department have to a completely free float? In the De 
partment's analysis, how much is the current rate of inflation wiping out the 
balance of trade advantages gained by the latest devaluation?

Answer. The United States has not undertaken any commitment to intervene 
in the exchange markets. It was agreed, however, that intervention might be use 
ful at appropriate times to facilitate the maintenance of orderly market condi 
tions, but each nation, in consultation with the country whose currency was being 
bought or sold, would determine for itself when it thought such intervention 
advisable and the amount of its intervention. Just what tactics would be fol 
lowed or at what levels intervention might be undertaken will have to be de 
termined from time to time on the basis of our appraisal of prevailing market 
conditions. We cannot therefore give any estimate of how much such inter 
vention might amount to if undertaken or under what conditions it may be 
undertaken.

Should we engage in intervention it would, of course, be possible that some 
further exchange loss might be sustained. As indicated in our recent testimony 
before several Congressional Committees, we believe, however, that we now 
have an exchange rate structure which reflects underlying economic realities. 
There will be no further devaluation of the dollar that would result in the 
sort of loses sustained previously. Moreover, it would not be our intent to under 
take intervention in defense of exchange rates which are inappropriate.

We anticipate that in a reformed monetary system most countries will want 
to maintain established values for their currencies, although provision should 
also be made for floating rates which may be appropriate in particular circum 
stances. Also we do not believe there should be intervention by ourselves or 
otherfi to maintain artificially a rate which is counter to basic balance of pay 
ments trends. This does not mean, however, that one should disregard the adverse 
effects of disorderly markets and, as was stated in the Communique issued 
following the meeting in Paris in March and as noted above, we have agreed 
that intervention might be useful at appropriate times to facilitate the main 
tenance of orderly market conditions.

The rate of inflation in the United States so far this year is considerably high 
er than it should be and it is important that it be curbed. This is essential, not 
only for obvious domestic reasons but also, as your question indicates, because 
inflation could erode the benefits to our competitive position derived from the 
devaluation. In assessing the degree of such erosion one must, however, take 
into account the rate of inflation in other countries. Most of the developed 
countries are experiencing inflation. On a relative basis we have not lost ground 
but this is no ground for complacency.

Question 3. Will the "gold window" remain closed?
Answer. On August 15, 1971 the United States suspended the convertibility 

of the dollar into gold and other reserve assets. This suspension remains in 
effect.

It has been generally recognized that, as part of a satisfactory reform of the 
monetary system, convertibility of currencies would be one of the important 
elements, but that the issue is' intimately related to such other questions as im 
proving the process of adjusting payments imbalances and the future role wf 
various reserve assets. At the September 1972 meeting of the IMF, Secretary 
Shultz outlined a series of proposals for a satisfactory reform and he stated that 
after a transition period "the United States would be prepared to under under 
take an obligation to convert official foreign dollar holdings into other reserve 
assets as a part of a satisfactory system such as I have suggested—a system-as 
suring effective and equitable operation of the adjustment process. That decision 
will, of course, need to rest on our reaching a demonstrated capacity during the 
transitional period to meet the obligation in terms of our reserve and balance 
of payments position."

Question (It). WouU you describe the details of the Lend-Lcase settlement 
negotiated with the 8o"' e t Union? How much lend-leaae was written off."

Answer. As the resit1 * of the negotiations concluded last October, the out 
standing Soviet lend lease obligations will be settled by Soviet payments to the
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United States of an amount at least $722 million payable over the period ending 
July 1, 2001. $12 million was paid October 18, 1972. $24 million will be paid 
July 1, 1973, and $12 million on July 1, 1975. The balance will be paid in equal 
annual installments ($24,071,429 for each of 28 installments assuming the first 
such annual payment is on July 1, 1974 1 ) ending on July 1, 2001. The exact total 
amount will depend upon when and how many of the four allowable annual de 
ferments are taken by the Soviets. If the Soviets were to take their four post 
ponements early in the period, interest on deferments could amount to as much 
as §37 million, making the total amount payable between now and 2001 equal to 
$759 million. Such deferments, if taken, will nonetheless be repaid by July 1, 
2001, and will bear interest at the rate of 3 per cent per annum. The British pay 
2 percent interest on any deferments and are permitted to add a year beyond 
2001 for each deferment. The settlement also includes remaining amounts due
•on the "pipeline account" for lend lease goods delivered (approximately §45 
million due) to the Soviets immediately after World War II and for which they 
have been paying since 1954. Soviet payments since 1954 of principal and interest 
to the U.S. against this account amount to $199 million.

In negotiating a settlement with the Soviet Union, the U.S. Government has 
not "written off" any amount of the lend-lease provided during World War II. 
'The lend-lease aid was rendered to foreign governments, including the Soviet 
Union, under "Master Lend-Lease Agreements", which provided for future de 
termination of the amount and terms of settlement.

From the beginning of lend-lease it was recognized that the assistance pro 
vided could not be subjected to normal commercial procedures. In negotiating 
settlements under the "Master Lend-Lease Agreements" after the war, no com 
pensation was requested for articles lost, consumed or destroyed during the war. 
Nor was compensation sought for military supplies and equipment under the 
control of the Armed Forces of the respective allied governments when the war 
ended. It was the policy of the United States to seek payment only for lend-lease 
goods in the possession of other countries at the end of the war which were of 
a civilian type, useful in a peacetime economy of the recipient country.

In seeking a settlement of the lend-lease account with the Soviet Union, the 
United States has always followed the basic principles and policies, described 
above, which governed lend-lease settlements with other governments. It was 
the 1945 settlement with the British, the principal beneficiaries of lend lease aid, 
which provided guidelines for settlements with other countries. During the initial 
negotiations in 1948 the United States asked the USSR to pay $1.3 billion as 
the first step in the negotiating process, while the USSR, offered $170 million. 
During subsequent negotiations in 1951-52, the United States figure was reduced 
to $800 million while the USSR increased its offer to $300 million. The claim was 
ultimately settled last fall for $722 million.

Question 5(a). What are the latest figures, country tiy country, of the debt 
owed to the United States l>y foreign nations (loans, World War I, World War 
II, aid, etc. ) ?

Answer. As indicated in the attached tables, the outstanding foreign indebted 
ness to U.S. Government agencies totalled $57 billion on December 31, 1972. This 
aggregate figure may be divided into two categories—§25 billion arising from 
.World War I and $32 billion representing loans and credits extended by the U.S. 
Government to foreigners since World War II.

Of the $32 billion outstanding on post-World War II accounts, approximately 
$639 million is regarded as delinquent by being due and unpaid for 90 days or 
more. A significant amount of the delinquency represents accounts connected 
with the war. These include unpaid obligations by Czechoslovakia, Hungary, 
India, Iran and China—amounting to almost $120 million. Negotiations for the 
repayment of some of these debts—the Iranian war accounts, for example—are 
presently underway. On the other hand, normalization of the accounts of some 
of the other countries, such as the Chinese and Czechoslovak debts, for example, 
will have to await further political developments.

Political factors have similarly prevented so far the collection of some of the 
«thPr Arrearages For example, the Export-Import Bank has past due balances of
•VM. million on loans to private borrowers whose assets were nationalized by the 
rmv=m Tovernment Another example is the Egyptian arrearage of approximately 
$36 million due in local currency on Agency for International Development loans

^At^^^fgn^tteM-toquent debts, about $200 million, consists

i Tf 'VIFN is zranted between June 1 and December 1, the first lend lease payment is due 
not more than thirty days thereafter. If MFN is granted from December 2 through May 31 
of the following year then the first lend lease payment is due on July i of that year. 
The earliest payment date of such annual installments Is July 1,1974.
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of amounts due for logistical support provided by the military departments to 
allied forces during the Korean conflict. The status of these claims is presently 
being reveiwed by the Departments of State and Defense.

The principal and interest due and unpaid on World War I debts amounted to 
$20.2 billion on December 31, 1972. The status of these debts is being currently 
studied by the National Advisory Council on International Monetary and Finan 
cial Policies.

The attached tables provide a complete account of the debt owed the United 
States by foreigners. They also provide a breakdown for the major lending pro 
grams under which the debts arose.

Question 5(1) For the second Congress in a row, Congressman Wolff has intro 
duced legislation with majority support of the House asking the Department to 
work for the collection of the debts owed us. What is the Department's position 
on this legislation?

Answer. Although the Department has not been requested by the Ways and 
Means Committee for its views on the resolution introduced by Congressman Wolff, 
we certainly welcome any Congresional support for our efforts in the area of 
foreign deft collection. At the same time, we must take issue with any implication 
that the Executive Branch has been remiss in its efforts of collecting delinquent 
foreign debts and maintaining an accurate debt reporting system.

The collection and reporting of foreign debts has been given high priority by 
the U.S. Government, particularly in recent years. During the past several 
years, we have achieved a number of major debt settlements, including settle 
ments with Indonesia, Egypt, Korea, Pakistan and the Soviet Union. In addi 
tion, we have revised our debt reporting requirements to assure that all debts 
long-term as well as accounts receivable, are fully reported to Treasury by the 
lending agencies. Finally, the National Advisory Council on International Mone 
tary and Financial Policies, which is chaired by the Secretary of the Treasury, 
has adopted procedures for the systematic review of agency collection efforts and 
problems. These measures by the Departments of Treasury and State and other 
interested agencies have contributed to keeping the delinquent amount on post- 
World War II debts to less than 2 percent.

In addition, the Congress has been kept fully informed of the progress and 
problems ocncerning foreign debt collection. Since 'September 1970, the Foreign 
Operations and Government Information Subcommittee of the House Govern 
ment Operations Committee has held peirodic hearings on delinquent foreign 
debts where representatives of the Departments of Treasury and State have 
testified. These hearings, which underline the Congressional concern with delin 
quent foreig ndebts, have resulted in a greater coordination between the Congress 
and the Executive Branch as well as among the various Government agencies in 
the efforts 'to further improve the debt collection process.

Question 5(c). Could debt collection and a reduction in the dollars held over 
seas lie facilitated- through some future forms of currency stabilisation- and inter 
national monetary settlement?

Answer. Questions relating to outstanding dollar balances are being examined 
as part of the overall negotiations on monetary reform. While ''consolidation" 
of part of the balances or other similar arrangements may eventually be agreed 
upon as one element of reform, it is difficult to guess what implications such 
arrangements, or agreement on broader issues of monetary reform, might have 
for collection of debts owed the United States.

Question 6(a). What is the cost in absolute dollars of US Government opera 
tions overseas, both civilian and military f Are these figures available for our 
NATO operations, both, direct U.S. operations and for support of NATO infra 
structure, and for our operations in Korea, Japan and Southeast Asia?

Answer. The State Department recently estimated for the Foreign Relations 
Committee the total cost of U.S. Government operations overseas for all Depart 
ments except the Department of Defense at $1,809,034,372. The Department of 
Defense has estimated that the budget cost of U.S. general purpose forces (ex 
cludes strategic forces) maintained in support of NATO, both in Europe and 
the United States, was about $16 billion in FY '73; and would probably be about 
S17 billion in FY '74 (as a result of the new rate alignment in March). No com 
parable figure is available for all U.S. forces abroad, including those outside 
of Europe; nor for our operations in Korea, Japan and Southeast Asia. The U.S. 
share of NATO infrastructure in CY '72 totaled $35 million.

Question 6(6). What is the cost to the balance of payments of U.S. govern 
ment operations overseas, both civilian and military?

Answer. The direct balance of payments impact of U.S. government operations 
abroad, both civilian and military, is reflected in the following table.
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TABLE 1.—BALANCE OF PAYMENTS OF U.S. GOVERNMENT OPERATIONS ABROAD 

|!n millions of dollars]

1971 1972

U.S. Government miscellaneous services:
Receipts- . . .„. —— — —— -- — +404 +413 
Payments.. . ... _____________.......-.-.----------- -761 -808

Direct defense expenditures................. ——— ___- —— . ——— .---.--- —— - -4,816 -4,707
Mihtarysales—. —— . —— — . — — —— —— — ——. —— — —— — —— —— —— +1,922 +1,166

Source: Survey of Current Business, March 1973.

Question (7). The Congress will have a new opportunity to review tlie JET 
legislation next year. Is it still the Administration's intention to let tins legis 
lation die, and if so, why? If not, will the Administration propose more eo»i- 
prehenslve legislation?

Answer. The Administration has always wanted to eliminate the IBT and the 
other capital controls just as soon as the situation would petmit. This objective 
derives from our belief that maximum freedom of capital movement contributes 
to the economic well-being of both the U.S. and the world as a whole. Controls 
constitute a distortion to the process of the market and deal with symptoms 
rather than with the fundamental economic forces at work. The controls were 
conceived of as merely a temporary way of helping to support our balance of 
payments in a period of transition to better equilibrium. The exchange rate 
changes which were announced on February 12, can be expected to lead to a 
strong improvement in our balance of payments situation and as such presented 
the opportunity to take action to remove the controls. Since the beneficial effects 
of devaluation will take some time to emerge it is prudent to phase out the 
controls in a time frame which sets the end of 1974 as the ultimate terminal 
date.

Question S. What is the position of the United States towards strengthening 
the "value" or attractiveness of Special Drawing Rights?

Answer. The U.S. shares the widely held view that the SDR should play an 
increasingly important role in a reformed monetary system. We have proposed 
that the SDR be made the "numeraire" and central reserve asset of the future 
system. Consistent with that enhanced role, we have also proposed that the SDR 
be made a more useful and attractive asset through reduction or elimination of 
those encumbrances—such as reconstitution obligations, holding liimts, require 
ment of need, and designation procedures—that would be unnecessary in a re 
formed system. Detailed consideration of possible modification of the SDR will 
those encumbrances—such as reconstitution obligations, holding limits, require- 
monetary reform.

CONGRESS OF THE UNITED STATES,
HOUSE OF REPRESENTATIVES,

Washington, B.C., May 3,1973. 
Hon. GEORGE P. SHTJLTZ,
Secretary of the Treasury, Department of the Treasury, 
Washington, D.C.

DEAR ME. SECRETARY : Prior to your testimony before the House Ways and 
Means Committee on the President's trade legislation, I would appreciate it if 
you could provide me with data and answers to the following additional ques 
tions so that these issues may be explored more fully during the hearings. If 
this data cannot be supplied in time for your oral presentation, I would request 
that it be entered into the hearing record for the information of the Com 
mittee during the executive sessions on H.R. 6767.

(1) What is the tariff revenue of the United States by major categories of 
items and by foreign source of imports. Has the Department any estimate of the 
amount of revenue which will be lost to the Treasury over the five year period 
of the Trade Reform Act due to reductions in duties'?

(2) In terms of provisions of limited application, I was interested to read 
of a 1932 act which provided (19 U.S.C. 144a) special duty exemptions for 
art objects shown at Rockefeller Center in New York City, and then re-exported. 
Are similar provisions available, say, for the Cleveland Art Museum? Is this 
special provision still applicable and used? If so, why cannot other art and 
cultural centers use it ?

(3) With respect to Section 407 relating to Most Favored Nation status, 
there is reference in the explanation to the section as follows :
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"However, certain sections in this Act and prior Acts permit deviations from, 
the most-favored-nation principle. For example, certain nontariff barrier agree 
ments authorized under Section 103 could apply only to signatories, and gen 
eralized tariff preferences granted under Title VI apply only to beneficiary 
developing countries."

Could the Department please supply the Committee with a complete list of 
those "special relationships" which provide more than Most-Favored-Nation, 
treatment between the United States and foreign nations (e.g. the Canadian- 
American Automotive Parts Agreement).

(4) Under Section 405, Authority to suspend import barriers to restrain infla 
tion, subparagraph (e) states that no action taken under this section shall re 
main in effect for more than one year unless specifically authorized by law. How 
does this relate, legally and practically, to an item such as the President's 
authority to suspend the Meat Import Quota law and the restrictions developed, 
under it? In other words, under the provisions of the Quota law, the President, 
because of domestic meat shortages, has now suspended the quotas and restric 
tions for one and a half years. Would Section 405(e) prevent such action for 
more than one year, unless supported by Congressional action—or would the 
existing suspension authority in the Meat Import Quota Law prevail in a case 
such as this?

(5) Under 'Section 504, relating to the extension of Most-Favored-Nation 
Treatment, there appears to be a possible discrepancy in terms of the length of" 
time for which MFN may be extended. For example, in Section 502(b) (1), it 
states that initial MFN agreement is to be for three years subject to three year 
renewals. But in 'Section 504 it appears that we may extend MFN to any country 
which has joined in a multilateral trade agreement (GATT) to which the United 
States is also a party, (subject to the Congressional veto procedure). Unless 
suspended by the President, it appears that this MFN status gained through 
mutual membership in an organization such as GATT could be extended in 
definitely, without reference to the three year review provisions. Is this interpre 
tation of these sections correct?

In Section 604(a) (5) it provides that in considering which countries to desig 
nate as beneficiary developing countries, the President shall take into considera 
tion a number of factors, including, "whether or not such country has national 
ized, expropriated or seized ownership or control of property owned by a United 
States citizen, or any corporation, partnership or association not less than 50 
percent beneficially owned by citizens of the United States without provision for 
the payment of prompt, adequate and effective comparison."

At the present time, what countries would be "affected" by this consideration?
In Section 606, definitions are given for the terms "country," "developed coun 

try," and "major developed country." Could you please provide a list by name of 
country of each of the Nations and the "definitional category" into which they 
would presently fall.

Thank you for your assistance in this matter. 
Sincerely yours,

CHAKLES A. VANIK, 
Member of Congress.

THE SECRETARY OF THE TREASURY,
Washington, June 11, 1973. 

Hon. CHARLES A. VANIK, 
House of Representatives, 
Washington, D.C.

DEAR MR. VANIK : In further reply to your letter of May 3, the data and answers- 
to your questions relating to the trade bill follow. The information is in the- 
same order as requested in your letter.

(1) Last year, our total revenue from duties on imports was approximately 
$3.1 billion. Of this, $2 billion comprised duties on imports from developed coun 
tries and another $1 billion was accounted for by imports from the developing 
countries. Imports from Communist areas in Europe and Asia yielded duties 
of about $38 million.

Attached are tables listing (1) more specific data on. U.S. tariff revenues by 
foreign source of imports, and (2) calculated tariff revenues by product category.

(21 To my knowledge, the Treasury Department has not prepared an estimate 
of potential tariff revenue losses due to negotiated duty reductions. Any attempt 
to do so would depend upon a wide range of assumptions as to the kind of 
agreements we are likely to reach, and would therefore be of very limited value..

96-006—73—pt- 1———IS
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Our experience with duty reductions negotiated in the Kennedy Round and previous rounds of trade negotiations indicates that the stimulation of world trade will far outweigh any reductions in tariff revenues, so that net revenues 
will increase rather than decrease.(3) 19 U.S.C. 144(a) is still in effect but is seldom utilized. The provision is not applicable to other art and cultural centers which may wish to import foreign exhibits of arts, sciences or industry. However, art of cultural centers in other areas of the United States may obtain similar customs treatment under the Trade Fair Act of 1959, 19 U.S.C. §§ 1751-1756 which permits entry under bond of any article for the purpose of exhibition at a trade fair so designated by the Secretary of Commerce. In addition, original works of art, such as paintings, engravings, sculptures or mosaics, may be imported duty free. (U.S. Tariff 
Schedules, Items 765.03-765.30.)(4) There are three primary areas in which the United States has agreed to give better than most-favored nation treatment to the imports of certain foreign countries. Under the Canadian-American Automotive Products Agreement, im plemented pursuant to the Automotive Products Trade Act, the United States permits the importation of certain automotive products from Canada on a duty-free basis. Secondly, pursuant to Headuote 3(a) of the Tariff Schedules of the United States, the articles imported from the insular possessions of the United States, which do not contain foreign materials equal to more than 50 percent of their total value, are exempted from duties providing they come directly from the territory of such possessions. Such insular posesssions include the Virgin Islands, Guam, Wake Island, and American Samoa. Finally, under the Trade Agreement with the Republic of the Philippines, and the corresponding U.S. legislation, the United States allows the importation of specified Philippine articles at rates more preferential than the MFN rate.

(5) The limitation contained in section 405. which states that no action taken under the section shall remain in effect for more than one year, is applicable only to actions taken under that section. It would have no effect upon existing authority contained in any other provision of law, such as the meat import quota law.
(6) The extension of an MFN rate to a country which has joined in a multi lateral trade agreement pursuant to section 504(a) (2) of the Trade Reform Act would not be subject to the three-year review provisions of section 502(b) (1) of the trade bill. The original extension of such MFN treatment to a country joining a multilateral trade agreement would be subject to the Congressional veto procedure. There would, however, be no three-year review procedure in the case of such country providing that it remain a member of the multilateral agree ment. Of course, the President's authority to withdraw MFN treatment under section 504(c) of the Administration's trade bill would apply as well to the imports of a country which became a party to a multilateral trade agreement.(7) In designating countries as beneficiary developing countries, the Presi dent is required to take into account certain factors under Section 604(a), as you have noted. It is impossible to determine whether or not such conditions would exist at the time that Title VI goes into effect However, at the present time no determination has been made under Section 620 (e) of the Foreign Assist ance Act—from which this provision is taken. Therefore it cannot be said that at the present time such provision would apply to any country.
(8) We have referred your question on what countries fall within the cate gories of "country", "developed country" and "major developed country," as specified in Section 606, to the Department of State. The State Department has been instrumental in drafting this section and would therefore be better able to answer your questions on this matter.
(9) You have also asked the Department of State whether the proposed amendments to sections 203 and 204 of the Antidumping Act (19 U.S.C. 162 and 163), dealing with the treatment of tax rebates or remissions in the calculation of purchase price or exporter's sales prices, would have any effect upon the var ious value added taxes employed by many Western European countries. The State Department has referred this question to us for reply. The sections of the Antidumping Act in question presently provide for the adding back to purchase price or exporter's sale price of rebated or remitted taxes imposed "upon the manufacturer, producer, or seller, in respect to the manufacturer, production, or sale of the merchandise ..." The proposed amendments would allow the ''adding back" of such rebated or remitted taxes only if they are "imposed . . . directly upon the exported merchandise or components thereof . . ." When value added taxes are imposed directly upon the exported merchandise, or components
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thereof, such rebated taxes will be added. If it were to be determined in a 
particular instance that such taxes are not directly imposed upon the merchandise 
or its components, whatever portion that is not so directly imposed will not be 
added to purchase price or exporter's sales price. This would tend to create 
or increase the size of any possible dumping margins. 

I hope this information will be of assistance to you. 
Sincerely yours, (JEOBGE P. SHULTZ.

Enclosure.
1972 imports for consumption — calculated duties

[In millions of dollars] _Value
Source

Canada _______________ — —————————————————————— 214- ° 
Japan „__.——_—-„——-———————————— 737. 2

Western Europe, total— ———————————————————————— !> 032.6

(U.K.) ______________————_———————— (169.0)
(EEC) _____________-__________________ (595.9)
(Other Western Europe)————————————————————— (267.7)

Australia, New Zealand, South Africa——————————————— 54. 9

Developed countries, total———____————————————————— 2, 038. 7

Latin American republics and other Western Hemisphere———————— 271. 0 
Other countries in Asia and Africa____________————_——-—— 770. 8

Developing countries, total____________———-—————— 1, 041. 8

Communist areas (Europe and Asia)__________—___——-—_- 37.7 
"Unidentified countries________________________________ 5. 5

Total, all areas________——_____________________ 3, 123. 7
NOTE.—The data for "calculated duty" represent the estimated import duties collected 

under rates established by the Tariff Act of 1930 as amended by the Tariff Classification 
Act of 1962, Public Laws, and Presidential Proclamations. These estimates do not neces 
sarily reflect the actual amounts oi duty paid; they may, for instance, be somewhat 
overstated as a result of the inclusion in the calculation of some U.S. products returned 
after processing or assembly abroad which are eligible for duty-free consideration under 
TSUS 806.30 and 807.

Source : U.S. Department of Commerce, "Highlights of Exports and Imports" (Decem ber 19T2), Table 1-4.

1912 calculated tariff revenues ~by product category
[In millions of dollars]

Agricultural _____________________________________ 323.2 
Nonagriculraral ____________________________________ 2, 80U. 5

Total _______________________________________ 3,123. 7

Tood and live animals_______________________________ 251. 4 
Beverages and tobacco________________________I______ 117. 7 
Crude materials—inedible (hides, lumber, fibers, etc.) ___________ 33. 2 
Petroleum and products______________________________ 136. 9 
Animal and vegetable oil and fats__________________________ 16. 2 
Chemicals _____ _____^__________________________ log 2 
Manufactured goods (paper, textiles, iron, steel, etc.)____________ 759. 4 
Machinery and transport equipment______________________ 641, 7 
Miscellaneous manufactured (clothing, footwear, toys, watches, instru 

ments) __________——__________________________ 995. i
•Commodities and transactions not classified according to kind (e.g. ship 

ments under $251) __________________________________ (53 g

Total —.,———————————————_.__________________ 3,123. 7
Source : U.S. Department of Commerce "Highlights of Exports and Imports" FT 990 .(December 1972) iable 1-3. *
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Mr. VANIK. I would like to ask Secretary Rogers whether tlie ex 
tension to the Soviet Union of most-favored-nation status will be a 
reciprocal arrangement.

In other words, will our country have the same advantages that the 
Soviet Union offers to the bloc countries ? Will we get the same trading 
advantages that the Soviet Union offers to Hungary, Poland, and 
Czechoslovakia ? Is it a reciprocal arrangement, or unilateral on our- 
part?

Secretary ROGERS. Certainly we will make sure that any bilateral 
commercial arrangement we have with the Soviet Union is fair as far 
as we are concerned and we would expect to be sure that there is no- 
doubt on that subject. I am not sure that I can answer your question 
precisely because I don't know whether they would be in a position 
to know exactly the arrangements they have with other Eastern: 
European countries.

Mr. VANIK. It seems to me most-favored-nation status should be a 
reciprocal thing. If we give it, we ought to get it. 

Secretary ROGERS. That is correct.
Mr. VANIK. I wonder whether or not we ought to put that provision' 

in the law to assure that it will be made available only when it is 
reciprocal.

Secretary ROGERS. Well, I don't think it is necessary to have it in the- 
law but we certainly will make sure that is the case.

Mr. VANIK. Otherwise we might find ourselves in a unilateral 
situation.

Secretary ROGERS. Well, we will make sure that is the case. 
Mr. VANIK. A few weeks ago I read of Pepsi-Cola's announcement 

of a trade deal with the Soviet Union. Can you advise me how Pepsi- 
Cola was decided upon as the supplier of the first American soft drink 
to the Soviet Union? Did Coca-Cola have an equal chance? Did Dr. 
Pepper have a chance ? How did we happen to just settle on Pepsi-Cola- 
representing the United States in the Soviet Union ?

Secretary ROGERS. Of course, we didn't decide on that. Mr. Flanigan 
can tell you about Coca-Cola and Royal Crown. 

Mr. VANIK. Did they have an equal chance ?
Mr. FLANIGAN. From our point of view, we gave no advantage to- 

one corporation versus another. As you know, it is the policy of this 
Government not to favor one corporation. 

Mr. VANIK. Did they manifest any interest ?
Mr. FLANIGAN. I do know that there was a group of American 

businessmen, including the head of Pepsi-Cola, who went on a private 
visit. They contacted the Soviet Government and the Soviet Govern 
ment apparently doesn't have the same dedication to antitrust laws that 
we do and to competition, and they therefore did not exercise——

Mr. VANIK. I want to be sure there was no wink, no nodding, no 
lifting of an eyebrow that would indicate that Pepsi-Cola ought to be- 
it. As far as I am concerned, one is as good or bad as another, smd we 
don't want to give preference.

Mr. FLANIGAN. You can be sure there was no preference from this: 
side.

Mr. VANIK. Did we make any guarantee through OPIC for tlie con 
struction of the bottling plant there ? 

Mr. FLANIGAN. No. 
Mr. VANIK. Were there any credits involved ?
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Mr. FLANTGAN. To my knowledge, there are none. I know of no such 
•arrangements.

Mr. VANIK. No Federal insurance that you know of ?
Mr. FLANIGAN. That is correct.
Mr. VANIK. As I understand the Pepsi deal, the company agrees to 

import into the United States $13 million worth of Soviet vodka. In 
exchange for that, as I understand the transaction, Pepsi is going to 
get the right to sell in the Soviet Union $5% million worth of Pepsi- 
Cola, made out of sirup produced in Western Germany.

Now. I was trying to find out just how that kind of a trade deal was 
going to be very helpful to the United States. All we are going to get 
is a hangover.

Mr. FLANIGAX. If the price at which the vodka is sold is expensive, 
we will have a cheap hangover, Mr. Vanik.

Mr. VANIK. It is going to be $9 or $10 a bottle, according to the 
newspaper accounts—so it won't be a cheap hangover.

Mr. FLANIGAN. We have no information as to the deal between a 
private corporation and the Soviet Union, so I don't know the facts. 
I assume that they are as reported by you and by the newspapers. But 
I think that what we have to concern ourselves with is the general 
system, and what we are talking about in this trade bill is an open 
and equitable trading system.

Mr. VANIK. That is precisely what I am concerned about. Jobs are 
created in the Soviet Union, building a plant, and planning it. They 
will have a bottling plant which will create jobs in the Soviet Union, 
and over in West Germany, there will be jobs created concocting the 
sirup to be shipped to Russia, but I can't see an American job in this 
deal at all.

I wonder if you have any assurance that anything will come back to 
the Treasury to make up for our $13 million loss of American dollars 
to buy the Soviet vodka. Why don't they sell the vodka in West 
Germany where the sirup is made? Why should we have to agree to 
take on this vodka ?

Mr. FLANIGAN. I don't have any idea of who builds the machinery 
that goes into the bottling plants of various American companies, but 
if the trend for other American subsidiaries abroad is correct, then 
one would expect that there would be a substantial export of machinery 
to build that bottling plant. I don't know that to be the case, but, in 
general, when American companies set up subsidiaries abroad, they 
export to the subsidiary a substantial amount of those things in which 
we are the most competitive manufacturers—namely, machinery, 
machines for producing goods.

I would expect and, needless to say, hope that would be the case 
here.

Mr. VANIK. I will tell you the two experiences we have on the record 
to date are the Soviet wheat deal which was a very sad experience for 
this country. I look at the Pepsi-Cola deal and it looks to me like the 
reputation of the Yankee trader starts to look pretty silly. I would like 
to be sure that these kinds of arrangements are more open. I want the 
facts in the record so that we have some way of knowing whether we 
are being dealt in or whether we are being dealt out. I think, in the 
Pepsi-Cola deal, we are being dealt out.

Mr. FLANIGAN. 1 think it is fair to say, Mr. Congressman, when 
Asking what returns to our Treasury, I am sure you mean by that what



252

effects these have on the balance of payments. Our surplus \vith the 
Soviet Union in 1972 was the largest surplus the United States had in 
trade with any single nation. We had a more beneficial effect on our 
balance of payments from our trade with the U.S.S.R. than with any 
other nation.

Mr. VANIK. That was the wheat sale. That cost all of us about 3 
cents more in bread and wheat products, including Wheaties.

Mr. SCHNEEBELI. Will the gentleman yield 11 think Mr. Don Kendall 
of the Pepsi-Cola Co. will be a witness next week.

The CHAIRMAN. Monday.
Mr. VANIK. Except I want to know what the Government people 

are doing in that transaction.
Mr. SCHNEEBELI. I would think he would be willing and able to 

tell you.
Mr. FLANIGAN. I am sorry. I thought I made it clear that the Gov 

ernment had no action in that negotiation. We had no part in that. 
It was purely a private American company acting in a private 
capacity.

Mr. VANIK. All right, thank you.
The CHAIRMAN. Mr. Duncan ?
Mr. DUNCAN. Every time we talk about fair trade, it is interpreted 

in some quarters as a move toward restrictions as opposed to free trade. 
Do you think that if our policy of free trade is to be meaningful it 
has to be on reciprocal and a fair basis ?

Secretary SHTJLTZ. Yes.
Mr. DUNCAN. Do you think that if we demanded a free trade or 

fair trade, it would start a trade war in the world ?
Secretary SHULTZ. No.
Mr. DUNCAN. I take it you think it is in our best interest to get our- 

selevs in a posture where we can harden our attitude to the point that 
we can insist on reciprocal and fair trade. Is that what you are asking 
for in this bill ?

Secretary SHUI/TZ. I think that we want to be realistic about our 
own problems and our own needs as we expect and observe others are 
about their problems and their needs. And to deal with people on that 
kind of a basis. That is our intent. I think that it will be constructive 
and will be received as such.

Mr. DUNCAN. When the Common Market was formed, we were told 
that it was going to be a great outward looking trade group but hasn't 
it turned out to be quite an inward looking trade group today on the 
Common Market.

Secretary SHULTZ. It has some aspects of that kind. WP worry 
particularly about the reverse preferences and we worry about the 
common agricultural policy. On the other hand, it is forming itself. 
I see no reason why it shouldn't be a good market four our goods as 
well as a good source of diverse products for our consumers.

Secretary ROGERS. Could I say a word, too ? I think the Community 
has the same inner pressures we have. Some people think the way to 
improve conditions is to look inward and to be protectionist. We are 
quite aware that that exists in some quarters in the Comrtvunity.

On the other hand, we are encouraged by discussions we have had 
recently to believe that they are prepared to look outward, to change 
that attitude. But in order to do that, we have to negotiate.
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I think particularly with respect to the enlargement of the commu 
nity we will find that they will tend to look outward more. I was par 
ticularly pleased that Mr. Landrum pointed out his interest in the 
statement about Sir Christopher Soames. I think he is going to be very 
helpful in that regard. We look upon this bill and the negotiations 
which we expect to begin this fall as being an opportunity to be sure 
that doesn't happen.

Mr. DUNCAN. Mr. Secretary, would you care to answer whether the 
recent trade agreements with Russia and China were important fac 
tors in the cease-fire in Vietnam and the fact that these agreements 
came about because you had the authority. Was that important in the 
agreements that you reached there ?

Secretary EOGEES. I think that is rather difficult to answer. I think 
I would merely want to say that the fact we have improved our rela 
tions with the Peoples Eepublic of China and the Soviet Union, I think 
did contribute to more understanding between the United States and 
those countries and I think that was helpful in Indochina.

Now, I would not want to be more specific because we don't know 
exactly how that took place. But I think the fact that our relations 
with both those countries have improved make it possible for more 
peaceful conditions to exist in the world.

Mr. DUNCAN. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Fulton will inquire.
Mr. FULTON. Thank you, Mr. Chairman. My first question goes to 

Secretary Shultz. Last week, Mr. Secretary, you mentioned during 
your testimony that the Nation was approaching full employment. 
I did not have an opportunity to pursue that statement at that time. 
I just wonder if you can give me what your definition is of full employ 
ment?

Secretary SHULTZ. A situation where all those who want a job and 
will look for it and take a job that is reasonably within their capabili 
ties can get one.

Mr. FULTON. You would say then that over 14- percent of those young 
people ages 16 to 19 then that are unemployed presently are unem 
ployed because they don't have a job or the 9 percent of the blacks and 
minorities that are unemployed, they don't want a job ?

Secretary SHULTZ. No. I think the problem of youth unemployed is 
the central unemployment that we have. It is a very serious matter, 
particularly because it is just at those ages when they are entering the 
labor force that their attitudes toward work and whether or not labor 
force activity is a good thing and so on are formed. So I think that 
the youth unemployment problem that you point to is a matter of great 
seriousness and I believe that we should devote our thinking and our 
efforts very strongly to see whatever we can do to solve that problem.

Mr. FULTON. With the unemployment rate still at about 5.0——
Secretary SHULTZ. I think 5.0 is the last reading we had on the offi 

cial rate.
Mr. FULTON. Mr. Secretary, I am not pleased with your definition 

of full employment, but we will let that ride for now. Section 303 of 
the bill you presented us with, the first provision states that the Secre 
tary of the Treasury shall determine within 12 months after the date 
on which the question is presented to him, whether any bounty or grant 
is being made. Could you give us the reasoning of those who prepared
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this legislation why it is necessary to have 12 months? Why not 3 or 
6 months ?

Secretary SHTILTZ. Well, we wanted to put into that area of our bill 
a definite time scale because I think there have been the feelings that 
this process was sort of languished but we don't believe that it has. 
On the other hand, having a time scale is good.

Now, the process of investigating and finding out all of the facts 
about what goes on in some other country is often a rather laborious 
and time-consuming one. So I think that it is not quite as easy as mak 
ing a survey in this country would be.

Therefore, I think that is a reasonable amount of time.
Mr. FLAN-JOAN-. May I add to that, Mr. Secretary ? I believe you also 

felt that it was desirable to have enough time, once you did ascertain 
the facts to talk to the other government and point out our problem 
and perhaps negotiate a mutually agreeable way out of the problem 
rather than just levying a duty.

Mr. FULTON-. I think this is an unnecessarily long period and is un 
acceptable. It appears that Treasury has dropped its support for 
judicial review of subsidy alleged by domestic producers when Treas 
ury renders an adverse finding.

Could you tell me why you have dropped this support and why you 
do not feel that the American manufacturer should have the same 
right as the importer of a foreign competitive product ?

Secretary SHTJLTZ. Our feeling is that it is important to be able to 
come to a conclusion on these matters, particularly having to do with 
the bounties and grants from other governments and to hold our hear 
ing, to have a deliberate procedure, one that is described with time 
limits, which we think are appropriate.

I recognize that you don't. And that once that has taken place and 
the Secretary has made a decision, that the other government ought 
to be able to feel that is it, and not have a period of 1, 2, or 3 more 
years of wondering whether or not a determination actual ty is going 
to stick. As far as prior Treasury support is concerned. I think what 
I am saying here is the Treasury position. There was some confusion 
about the Treasury position at one time last year.

Mr. FULTOX. I don't have time to pursue this under the 5-minute 
rule, but I do have a copy of the reply from the acting general counsel 
dated September 20, 1972 where they say the Treasury Department 
supports the purpose of H.R. 15794 which is what I am speaking of. 
"We shall address ourself to that at another time.

Secretary SHTJLTZ. I recognize the existence of the letter. It went 
out without the kind of procedures that I would like to think we have 
in the Department. I didn't agree with it.

Mr. FULTOX. Thank you, Mr. Chairman.
The CHAIRMAN. That reminds me of something I will tell you off the 

record sometime when President Kennedy was in office. His State 
Department did something he didn't agree with.

Mr. Brotzman ?
Mr. BKOTZMAN. Thank you, Mr. Chairman. I certainly agree with 

the statement that we must also have fundamental reform of our mone 
tary system. Trade reform and monetary reform have to work along 
side but not necessarily in the same forum, I think you said.
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Assuming that the legislation the administration has proposed in the 
area of trade reform is enacted by this Congress, do you have similar 
plans to push ahead in the area of monetary reform ?

Secretary SHTJLTZ. Yes, we do. We have put forward a position on 
monetary reform and we are part of a committee of 20 formed by 
the International Monetary Fund to work on this. We are working in 
that committee on a variety of proposals and we think on the whole 
reasonable progress is being made. We would like to see more rapid 
progress and I think we have been very much on the side and pushing 
for that.

But nevertheless, there is a program going forward of that nature-
Mr. BROTZMAX. Your point is, however, that this type of legislation 

is needed 'because there are some actions that the President could take 
or the executive branch could take that would augment the monetary 
reform aspect too, isn't that correct?

Secretary SHTJLTZ. Yes. We think it is important. One of our posi 
tions has been right along that monetary arrangements and trade 
arrangements arc conceptually undeniably part of the same picture.

The monetary system exists among other things to facilitate trade. 
They are linked together. We believe that one should work along at 
them, along parallel lines and that there are some ways in which the 
adjustment process can be facilitated by at least some reference to 
trade rules.

Mr. BROTZMAN. Now, we have heard already today in your com 
bined testimony some of the problems that we have such as the dis 
criminatory practices such as NTB's. I have heard in prior cases that 
we have as many as 800 nontariff barriers that are plaguing us. We 
are somewhat acquainted with the problem of the variable levy under 
the CAP, the common agricultural policy.

We know that the European countries use the value-added tax as 
a crutch to assist trade and a border tax toward our imports. But it 
seems to me that in the long run we have to reverse the trend toward 
trade preferences and reverse trade preferences. Now, I don't think 
the record was exactly clear this morning in response to some questions 
asked. It is my understanding that in the administration's bill, a gen 
eralized tariff preference would not be granted to a developing nation 
that was engaging in this type of practice. Am I not corrected about 
that ?

Secretary ROGERS. That is very correct. There is no doubt about that.
Mr. BROTZMAK. That is a part of the law ?
Secretary ROGERS. Yes.
Secretary SHTJLTZ. It is part of the proposed law.
Secretary ROGERS. It is part of the bill.
Mr. BROTZMAN. I just wanted to be sure. Do I understand the 

rationale is that you are going to use this as a negotiating incentive to 
try to break this practical down around the world?

Secretary ROGERS. Yes. We have had many discussions with the com 
munity about this. In fact, every opportunity I have to talk to a for 
eign minister about this, I talk about our feeling about reverse pref 
erences. We have made it clear that it is our Trade Reform Act and 
we intend to do it. As a result, we think they have slowed down some 
in their eagerness to move in this direction.
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Mr. BROTZMAN. It is a national policy however and I think probably 
a wise one that we want to try to encourage and help developing nations 
build up. Is that our present posture?

Secretary ROGERS. Yes.
Secretary SHTJLTZ. That is the reason for the previous arrangements.
Mr. BROTZMAN. I thank you very much.
The CHAIRMAN. Mr. Corman will inquire.
Mr. CORMAN. Thank you, Mr. Chairman.
Mr. Shultz, on page 14, discussing the tax on runaway plants, at the 

conclusion of that paragraph you indicate that exceptions will be 
permitted for particular situations if the President determines it is in 
the public interest to do so. I wonder if you can give us an example of 
what that will be.

This is a situation where the plant goes abroad, there is an income 
tax advantage to them and they are reimporting at least 25 percent 
of their production into the United States.

Secretary SHTJLTZ. Well, I suppose that if we determined that there 
was no real possibility of production in the United States.

Mr. CORMAN. Well, they took their plant abroad. There was produc 
tion in the United States before they took their plant abroad, I take it.

Secretary SHULTZ. Suppose that there was no possibility of effective 
U.S. competition.

Mr. CORMAN. Well, but a runaway plant implies to me at least that 
there was U.S. production which went abroad and I assume what we 
are addressing here is that it went abroad because of the income tax 
advantage.

NoWj is it that if the whole industry goes abroad that then the 
President can waive the tax.

Secretary SHTJLTZ. What it applies to is a situation where a plant 
abroad ships over 25 percent of its product back to the United States.

Now, whether it was once located in the United States is not the 
question. I think people worry about that pattern, that flow.

Mr. CORMAN. In other words, they are going to be exporting some 
thing into this country that this coimtry didn't have before, is that it ?

Secretary SHTTLTZ. Or doesn't now produce or perhaps is not inter 
ested in producing.

Mr. CORMAN. It is hard to visualize a hypothetical case. I assume 
that we say runaway plant and we mean there is a plant in this coun 
try that is producing for domestic production and because of the tax 
incentive that plant is moved abroad, produces and reimports in the 
United States at least 25 percent of the products.

Secretary SHTJLTZ. When it happens with exactly that pattern then 
the proposed law would apply. You asked about this provision that 
would allow an exception occasionally when that seemed to be in the 
public interest, what could one visualize as a possible situation for an 
excention.

My replv was, and I don't hold this up as a typical case at all, but 
as something that might merit an exception; a situation where you 
found an American-owned plant that was shipping a large proportion 
of its product to the United States and it happened to be in an industry 
or working with a product that for some reason we didn't produce 
here or didn't seem to want to produce here.
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Mr. CORMAN. This provision would not be applicable unless we had 
produced it here originally and the plant left this country; is that 
correct ?

Secretary SULTZ. No, I don't think so. It' applies to any American- 
owned plants and the flow of their product. The question is where 
does that product go ?

That is, it is not just a question of trying to trace movements of plants 
from the United States.

Mr. CORMAN. I am not familiar with many instances in which the 
President has discretion as to whether or not a tax is to be due. We 
have a number of points here where the President is asking for dis 
cretion he didn't have before. I couldn't think of an analogy where 
the President has the discretion to say whether an entity had to pay 
a tax. That is what struck my interest.

Secretary Rogers, would there be different considerations in grant 
ing most-favored-nation treatment to Russia and to China meaning 
particularly, do you anticipate diplomatic recognition of a country 
before granting most-favored-naJtion treatment or might that come 
first?

Secretary ROGERS. Well of course, I am not sure what the President 
would do, assuming this trade reform act is passed. But I don't think 
that one depends on the other. I think we could grant most-favored- 
nation treatment to a country without having formal diplomatic rela 
tions.

As you know, Mr. Corman, we now have communications channels 
established in our liaison office in Peking and the Chinese are setting 
up here.

Mr. CORMA.N How about Mongolia, would that he a similar situa 
tion ? I realize that is a relatively small country.

Secretary ROGERS. Yes; as a theoretical matter, it would be the same 
situation.

Mr. CORMAN. They might get most-favored-nation treatment before 
they got recognition.

Secretary ROGERS. Yes.
Mr. CORMAN. Mr. Secretary, this is a very troublesome problem of 

Jewish immigration. Is it your feeling that that is really an internal 
matter of the Russian Government that we should not concern our 
selves with or is it a matter that we should concern ourselves with or 
you just feel the executive branch is just better able to do it than the 
legislative branch ?

Secretary ROGERS. It is a combination. First, we think it is a matter 
of importance and a serious matter because we believe in the United 
Nations Charter, in the declarations of the United Nations dealing 
with immigration. We believe that immigration should be freely per 
mitted. The Soviet Union takes a very strong position that this is an 
internal matter, and they are going to deal with it internally.

We have had discussions with them about it. As I say, I think the 
discussions we have had with the Soviet Union in the last 2 or 3 years 
have been very iisef ul and have contributed to the improvement of the 
situation as far as the Soviet Jews are concerned.

So we feel that any public confrontation on this issue certainly any 
legislative restrictions which attempt to say we wouldn't do this unless 
you do that, in terms of trade, will be counterproductive. We think
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our record is good enough in this field so we can demonstrate that what 
we have been doing has contributed very much to an improved 
situation.

The Jewish community in this Nation recognizes this. So what we 
would like to do is continue to seek progress in that way. We think 
that is the way to do it. We are very much concerned about the prob 
lem. We have been very active in our discussions with Soviet officials 
on the subject. And considerable progress has been made; not as much 
as we would like, and not as much as we hope we can accomplish in the 
days ahead. But I am quite convinced, and I say this without any res 
ervation at all, I am convinced that enacting into law a provision 
which in effect provides for a confrontation with the Soviet Union 
on this issue would be very counterproductive.

Mr. CORMAN. Secretary Rogers, in the use of nontariff barriers in 
negotiations such as import quotas and that sort it is really kind of a 
joint venture between the executive branch and the Congress in that 
you set up some provisions in which either House of the Congress can 
stop or void the action. Do you think we would be well disposed to have 
similar legislation in the conduct of the war ? To make it easier, conduct 
of the war in a substantial and prolonged way, avoiding the incident 
of immediate reaction to an immediate military threat ?

Secretary ROGERS. Well, Mr. Corman, of course this is a very com 
plicated constitutional issue. I am sure we can't cover it within the 5- 
minute rule.

Mr. CORMAN. This is not a constitutional issue. It is a matter of 
policy. I am just trying to find out whether conducting war is as 
important as nontariff trade barriers.

Secretary ROGERS. I think it is more important.
Mr. CORMAN. Perhaps the Congress should look to some way to 

join in the decisions as to whether or not we can make war.
Secretary ROGERS. Well, as I say, this is a pretty big subject. I 

would be glad to come up and discuss it with the committee. I talked 
with the Foreign Relations Committee in the Senate and the Foreign 
Affairs Committee in the House. I would be glad to come back and 
discuss it with you.

Mr. CORMAN. My 5 minutes are up. I will talk with you again 
shortly.

Mr. ULLMAN [presiding]. Mr. Conable will inquire.
Mr. CONABLE. Mr. Secretary, the poAver to move against countries- 

that are in chronic surplus has at least some implication of bilateral 
relationship with respect to balance of payments. We have a very 
substantial interest I think it encouraging the development of the 
market for Japanese products in Western Europe. Do you feel that 
this is a subject that can appropriately be discussed with Western 
European nations in the course of the negotiations that are contem 
plated by this legislation, and do you have any comments about this 
problem generally ? There is strong feeling in this Congress here that 
the United States carries a very substantial part of the burden of" 
a free trade and that we should be interested in reflecting the fact 
that trade is multilateral and not bilateral, more than is implicit at 
least in the sections of the legislation I have referred to.

Secretary ROGERS. The answer to your question is yes, it is a sub 
ject that we can discuss with the European community anc[ we do^
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discuss with the community. I think they should open up their 
markets to Japanese goods to a greater degree than they have in 
the past.

To some extent, that would, I think, create a more balanced trad 
ing environment than now exists. We will continue to have discus 
sions along those lines. Certainly that would be an appropriate sub 
ject for discussion in the negotiations.

Mr. CON ABLE. Do you feel that it is a problem?
Secretary ROGERS. Oh, yes; sure it is.
Mr. CONABLE. Is there progress being made at this point, irrespec 

tive of the position of this country ? My impression is that there are 
many quantitative restrictions, comparatively easily triggered, that 
tend to be quite exclusionary as far as Japanese goods are concerned 
in the European market.

Secretary ROGERS. I will defer to Secretary Shultz.
Secretary SHULTZ. I think that the European response to Japanese 

products is one problem. Secretary Rogers has responded on that 
point. I think when you look at the problem of the surplus in trade 
or the balance of payments of Japan and if you assume that its 
flows in and out are going to be the same, then the problem of the 
surplus as such is not effected by where those flows are to and from. 
It is the problem of the surplus, persistent and large and growing; 
just as the reverse side of the coin, the problem of the deficit, the 
large persistent deficit that we have is a part of the problem. So, 
I think the answer to that has to be not to restrict the flow of Japanese 
goods to others, but to open up the Japanese market to our goods 
and to the goods of others.

In our proposal for international monetary reform, and I am re 
ferring back now to a question that was raised by the relationship 
between these, our proposal on the one hand talks about objective 
indicators that suggest and presume that some adjustment should be 
made, but then leaves open for a wide array of possible adjustments 
the possibility of an import surcharge is one answer, I think we would 
describe it as a kind of last resort measure but I think we ought to 
have a clear ability to be able to do that.

Mr. CONABLE. Secretary Shultz, I have one other question for you 
relating to Japan. It was alleged that after the Smithsonian agree 
ment, a good deal of the competitive advantage that that agreement 
achieved for us in relation to Japan was vitiated by price-cutting on 
the part of the Japanese. I am wondering if there was any evidence 
of that in an upswing in dumping cases at that time.

If that did happen, is it going on now following the second devalua 
tion and are we able to accomplish anything through existing dumping 
procedures irrespective of what you suggest in the new bill ?

Secretary SHTJLTZ. I don't think that there is any particular con 
nection between those two events, that is the exchange rate change and 
the dumping investigations.

Mr. CON ABLE. If they were cutting prices to offset their competitive 
loss as a result of their revaluation it could easily bring about a dump 
ing situation.

Secretary SHTJLTZ. I understand the reasoning, but I just say I don't 
know that "we have anv explicit evidence of that link. 

Mr. CONABLE. That is the question I am asking.
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Secretary SHULTZ. At the same time I think it is widely observed 
when exchange rate changes are made that there is a kind of ab 
sorptive process that goes on such that the impact of the exchange 
rate change is not necessarily fully reflected in the relative prices of 
goods.

That is a phenomena that you see when you study exchange rate 
changes in varying countries. So there is always this curbing process 
that goes on as individual manufacturers have to examine their mar 
ket strategy and what prices and so forth, they are going to charge 
at home as well as abroad in the light of the changed opportunities 
they have.

But I think by now, with the very substantial exchange rate changes 
we have had with the Japanese, that we have seen a shift in the com 
petitiveness of our goods with respect to theirs.

Mr. FLANIGAN. I think it is fair to say if I may that we have watched 
individual goods and the response in prices to the February realine- 
ment of currencies was much more prompt than it was to the Smith- 
sonian realinement.

Mr. CONABLE. One last question, Secretary Shultz. You don't need 
to answer if if you don't want to. I am not sure whether it is sensitive 
or not.

Secretary SHULTZ. It sounds like I don't want to answer it already 
and I have not even heard it.

Mr. CONABLE. I know the administration has done a great deal of 
base touching in the course of preparing this legislation. Has there 
boon any change in the attitude of organized labor with respect to 
this legislation ? Has there been any detectable shift that had to do with 
the timing of the legislation ? We all noted that when Mr. Meany came 
up here and appeared before the committee with respect to tax reform 
that he was asked about his attitude toward the administration's trade 
proposal and he said, well, he kind of liked it.

He thought it was a possibility. Are you aware from your vantage 
point of any change in the political picture, the context in which this 
bill is going to be considered, with Burke-Hartke the anvil on which 
we are going to have to hammer out the compromise: generally speak 
ing are you aware of anything that can give us encouragement here ?

The CHAIRMAN. You better plead the fifth amendment because if 
there is any change you may be implicated in it.

Secretary SHULTZ. Thank you, Mr. Chairman. That is what I was 
going to do. But I was not going to use that phrase. I was going to say 
I have an old policy of letting other people speak for themselves 
rather than speak for them myself.

Mr. CONABLE. Do you kind of like Mr. Meany's attitude?
Secretary SHTTLTZ. I am sure he will have an opportunity to appear- 

before this committee. He has never been a reluctant person about stat 
ing his views so we will all hear what he officially has to say on the 
subject.

Mr. CONABLE. Thank you.
The CHAIRMAN. Mr. Waggonner will inquire.
Mr. WAGGONNER. Secretary Shultz, on page 12 of your statement 

you make the statement that in the vast majority of cases it is business 
factors and not income tax factors that lead to foreign investment. 
You further add, "Income taxes are not the cause of our trade prob 
lem." What is the cause of our trade problem ?
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Secretary SHULTZ. Well, the cause of our trade problem has been 
an accumulation of things which can be lumped under the headings, 
one, "Monetary," and the other, "Trade practices." I think over the 
long run since World War II rwe have seen a sort of successive devalua 
tion against the dollar. That we believe we have corrected, with the two 
revaluations that have taken place, and that there has been a major 
change in the exchange rate relationships. That has been one cause.

On the other hand, there are trade practices which we hope to get 
at in negotiations under this bill that we think work to our disadvan 
tage. That has been part of our trade problem. Now beyond that, it 
seems to me we also have to be honest with ourselves about our own 
efforts to improve our productivity and sharpen up our costs and so 
on in this country.

We do live in a competitive world. We do have people abroad who 
are able, sharp, and work hard. We are competing with them. We have 
to so conduct ourselves here that we attain a good cost picture 
ourselves.

Mr. WAGGONNER. You are saying that to a point then we are not 
competitively productive, pricewise ?

Secretary SHULTZ. In some products we are very competitive in 
agricultural products. We are very competitive in, say, computers. 
We are very competitive in aircraft. We are very competitive in a great 
many products. There are other products where we are not and where 
probably we shouldn't be and there is probably a great inbetween mass 
where changes around the edges will affect the flows of trade.

So I don't think you can characterize us sort of broadly one way or 
the other. But it is clear from the trend of the trade figures that we 
have been in a general way becoming less competitive and we are try 
ing to turn that around.

Mr. WAGGONNER. The areas you mentioned are all high technology 
areas that we are competitive, which means that these others are low 
technology areas. Could it be that we are just not working like the 
other people do ?

Secretary SHULTZ. Well, I think that we have prided ourselves on 
being able to combine capital and labor in many ways more effectively 
than anybody else. We have a relatively high wage structure in this 
country and under those circumstances you tend to be more capital 
intensive and those tend to be the products in which we have the com 
petitive edge.

At the same time, while our agriculture is relatively capital intensive 
compared to the rest of the world, it is not with respect to other U.S. 
products and we do very well there.

Mr. WAGGONNER. Is there any reason to believe that our wage struc 
ture is too high in this country ?

Secretary SHULTZ. I don't think we want to take that approach at 
it. Our approach needs to be to look at the cost picture and see what can 
be done in terms of output per unit of labor and capital, to improve 
ourselves.

I think particularly in the last 2 or 3 years we have managed to turn 
that picture around somewhat and our performance has been better.

Mr. WAGGONNER. I agree with you, Mr. Secretary. We may not want 
to take that approach but should we take that approach ?

Secretary SHULTZ. I think we need to work at our problems of wage 
and price relationships here at home in terms of our own domestic
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situation. There is a relationship, obviously, to our competitive picture 
abroad, and that is part of the process but this is fundamentally and 
largely a domestic problem for us to work at. We see a great deal of it 
in terms of our wage and price control efforts, et cetera. I think we have 
been making some headway there.

Mr. WAGGONNER. Somehow I have the feeling that unless labor and 
management, together, abandon their adversary positions there is no 
way for us to get competitively productive over the long run.

Now, we can compensate to a point for it and in a temporary way 
•with dollar devaluation such as we have had twice in the last 18 months 
but which seems to be a fleeting and temporary proposition to me.

Secretary Rogers, on page 10 of your statement when you were talk 
ing about strengthening our productive and competitive positions you 
saicl that this legislation would allow us to adjust to rapid shifts in 
trade. What areas do we have reason to believe that we are going to 
have rapid shifts in trade as a result of this legislation. What areas of 
industry are going to be most affected ?

Secretary ROGERS. Well, Mr. Waggonner, we, of course, don't know 
until we have negotiations. But the bill is drafted to give us flexibility 
to meet whatever develops as a result of the negotiations.

Secretary SHTTLTZ. I think you are referring to the safeguard provi 
sions; are you not?

Mr. WAGGONNER. Yes.
Secretary SHULTZ. I think that what we are reflecting there is the 

fact that there have been industries where we have seen surges of im 
ports into this country on a very rapid pace. That having happened, 
one couldn't help but reflect, well, we don't know quite where it might 
happen, but it has happened in the past and perhaps it will happen in 
the future and we should have a better system for handling it.

Mr. WAGGONNER. Mr. Flaiiigan, on page 20 of your statement you 
talk about opening up trade opportunities with all countries. You set 
forth a provision of the bill which would, for a period of 10 years, 
grant duty-free tariff treatment to imports of most manufacturered 
and semimanufactured goods, plus a few other selected products com 
ing from the developing countries.

Do we have any estimates of the increased dollar value of those 
exports which are imports to us from those developing countries into 
this country ?

Now, what I am getting at is, it seems to me that the potential for 
flooding our markets with slave labor items from these developing 
countries is going to work in the reverse if we go too far overboard in 
this respect. I am just wondering if we have made any effort to deter 
mine how much of this type of product we can allow to come into this 
country without restraints.

Mr. FLANIGAN. Mr. Waggonner, we have no such estimates. How 
ever, with regard to the concern that we would be flooding the country, 
the provision limits under any one item an import of $25 million or 50 
percent of the imports of those goods, whichever is less.

The President would also have the authority to remove that general 
ized preference f it were found to be, in your words, flooding our mar 
kets to the detriment of our domestic production.

Mr. AVAGGONNER. The point is there will be some restraints.
Mr. FLANIGAN. Surely.



263

Secretary ROGERS. I would like to say it is interesting that in the 
developing world, Latin America for instance, we do have a trade sur 
plus with them. We would expect that to continue.

They point that out, of course, in their discussions with us, that they 
buy more from us than we buy from them.

Mr. WAGGONNER. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Clancy ?
Mr. CLANCY. Thank you, Mr. Chairman.
Secretary Shultz, we have experienced some success, have we not, 

in eliminating or reducing trade barriers in the last couple of years.
Secretary SHTJLTZ. Some.
Mr. CLANCY. What countries have we experienced progress with ?
Secretary SHULTZ. We have negotiated sort of coincident with the 

changes in the monetary system and around the Smithsonian agree 
ment, with the Europeans, with the Japanese, and with the Canadians.

We have had some effort by the Japanese although not by any means 
as much as we think we should have. We have had no response from 
the Canadians. We have been making some impact in Europe.

Mr. CLANCY. Have we experienced the reduction of tariffs or the 
elimination of nontariff barriers or both ?

Secretary SHULTZ. It has been such things as allowing products in 
on the lower tariff basis or allowing our companies to come in and to 
operate in their country, things of that kind.

I am thinking particularly with respect to the Japanese. I think 
when Mr. Eberle appears before you—he has conducted most of these 
discussions—he can give you a better rundown than I. We have had 
the Canadian efforts, and we have not gotten anywhere with that at 
all. _ '

Mr. CLANCY. What would you like to see with respect to our trade 
policy with Canada ?

Secretary SHULTZ. Secretary Rogers said about another question 
that that is a big, broad issue. 1 believe myself that we have a tremen 
dous amount in common with the Canadians.

It is our largest trading partner. We have gigantic flows of trade 
with Canada. We know that there are large sources of energy in Can 
ada. We would like to be the recipients of some of that.

They have needs for the kinds of manufacturing that employs peo 
ple at reasonable wage rates. They would like to have access to our 
market. We have a lot with which we can work together.

I think that the auto agreement has not operated from our point of 
view as well as it should and could, but if it could be revised and could 
operate well, it could be a sort of a model which we might use to con 
tinue to make our trade with Canada nourish as it seems to me we 
ought to hope it will, and which it can.

Mr. CLANCY. And you feel that enactment of this legislation would 
strengthen your hand in reaching an agreement between Canada and 
the United States.

Secretary SHTTLTZ. Yes.
Mr. CLANCY. Would this be true with Japan and the European coun 

tries?
Secretary SHULTZ. Yes, I think this legislation will strengthen our 

hands in negotiations around the world.
96-006—73—pt. 1———19
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Mr. CI.AXCY. Just one final question to Mr. Flanigan. You have 
mentioned the customs assessment and marking. Are these a great 
hindrance as far as trade is concerned ?

Mr. FLAXIGAX. These are in fact a part and parcel of the tariff level, 
particularly the first; that is, as was brought out earlier, the American 
selling pi-ice. The absolute level of a tariff depends partly on the per 
cent that the tariff is of the goods and partly on the system we use 
to value the goods.

So that we have requested advance authority to negotiate about these 
practices if we believe the overall package to be in the national interest 
because we believe it is part of, in that instance, the tariff. It is not a 
major matter.

Mr. CLAXCY. Do the methods of assessment vary from country to 
country ?

Mr. FLAXIGAX. As I understand it, we have nine methods of assess 
ing value of imports in this country alone.

Mr. CLANCY. This will, of course, enable you to enter into the total 
package as far as the agreement is concerned.

Mr. FL.AXIGAX. Mr. Congressman, that is correct except I think you 
have to look at it as another function of the tariff rather than a quota 
which is obviously an entirely nontariff barrier to imports.

Mr. CLAXCY. Thank you.
The CIJAIRMAX. Mr. Carey ?
Mr. CAREY. Thank you, Mr. Chairman.
Mr. Secretary, Mr. Flanigan, I am interested in the composition of 

the trading team that will be working in these negotiations. It will, of 
course, be a team. I don't like to leave- the game in the gymnasium. I 
want to know where you will draw this team from.

Will it be members of industry and labor comprising the actual 
negotiating team ? Will it be Mr." Eberle ? Will it be Mr. Flanigan ? 
I suppose it will include. Secretary Casey. Any team comprised of 
Casey and Flanigan should be pretty good.

Do you intend to give us some idea of the composition of the trading 
mechanism or who will be on the team ?

Mr. FLANIGAX. The team will be made up of governmental people. 
I have just seen a draft of a bill that has been put before us with regard 
to congressional oversight of the negotiating effort.

It is in response to the President's request in his message that the 
Congress suggest how it would like to advise in this matter. I am not 
clear entirely as to whether the congressional representatives would be 
members of the negotiating team or not.

I see the chairman suggesting they would be observers and advisers. 
The team would not include members of industry and agriculture, 
though there would be advisers in industry and agriculture.

The head of the team, of course, would be the President's special 
trade representative as authorized in the 1962 Trade Expansion Act 
by the Congress.

Secretary EOGERS. You can count on Casey.
The CHAIRMAN. We will have to break in just a moment in order 

that members of the committee may depart for a, vote. If someone 
comes back and relieves Mr. Schneebeli and me after their vote it will 
be appreciated.
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Mr. CARET. Mr. Casey is an excellent negotiator from New York. He 
said yesterday in a speech to an informed group of Americans that 
he felt we might need some new incentives in tax and financial policies 
to help and accelerate and improve this negotiation.

Secretary Shultz, will yon be telling us in detail what new incen 
tives in tax and finance we will need to improve the negotiations?

Secretary SHULTZ. We have put the administration proposals before 
you. I don't know what, if anything, extra Mr. Casey might have in 
mind.

Mr. CARET. I got the idea that Mr. Casey might have something 
more in mind.

Secretary SHCLTZ. If lie does, I don't know what it is. He is around. 
Why don't you call him ? If he gets into the tax field over the Trea 
sury's wishes, why I will have words with him.

Secretary ROGERS. I doivt know why not.
Mr. CARET. For instance, in today's press we read that there are more 

opportunities in Japan and for American expansion and exploitation 
than we were taking advantage of, that the Embassy had indicated to 
American businessmen that they could go in with a mass of technolog 
ical studies and know how to improve distribution, but we are not 
participating. There was a weakness there.

Secretary SHULTZ. A number of people have pointed out to us. and 
I have heard it many times from people from other countries, that the 
American businessman is not as aggressive in marketing his product 
and adapting it to conditions in the other countries as are businessmen 
from other countries where exports are a more important part of the 
total life than they are here.

Mr. CARET. That is particularly tme with the small businessman who 
is a little bit provincial or, shall we say, scared off by the miasma of 
international finance, export and credit risk.

Would you contemplate anything like lower cost, long-term insur 
ance for credit to encourage small business to go into international 
trade ?

Secretary SiitiiTrz. Well, we do have an Export-Import Bank, which 
helps.

Mr. CARET. That is a very big international organization. It is very 
hard to achieve action.

Secretary SHULTZ. The Export-Import Bank, I think, has been very 
helpful to all ranges of business in this country. I think if your point 
is if we should seek ways to stimulate our business to export effec 
tively and to work at this job of exporting to foreign markets, I agree 
completely. I think we should be looking for those ways, and we are.

Mr. CARET. In specifying the area in trade in which we want to im 
prove our position, on page 5 of the bill, you sort of define commerce as 
including agriculture, manufacturing, mining, and fishing.

This is typical of the way we view our commercial position in the 
world. You exclude transportation. I notice later on in the bill when 
you talk about the advisory group in the Executive department, you 
have the Secretary of Agriculture, Commerce and Defense, Interior, 
Labor, State and Treasury and a Special Representative for Trade 
Negotiaton, but again you exclude the Department of Transportation.

This is typified again in the fact that when we report statistically



266

on our trade balance or imbalance, you treat it as a FOB matter and 
not GIF. Would you agree that perhaps in order to get the true pic 
ture and improve our trading position in the world, we should also 
include transportation costs, subsidies and all methods of movement of 
freight in our negotiations ?

Secretary SHTJLTZ. Transportation costs are certainly a competitive 
matter. We have worked at the problem of the competitiveness of our 
maritime industry and we have sought in this administration to put for 
ward a strong program to improve our maritime industry, and we con 
tinue to support that objective.

I believe we also need to look to the interests of our air carriers and 
intend to do so.

Mr. CAREY. My point is, you wouldn't then mind including it in the 
bill, because you omit it in the legislation? It is part of the trading 
matter on the table as to who moves the goods and who benefits. Other 
nations subsidize their foreign commerce. We do not to the same ex 
tent. We have subsidies but they are not related to our trade expan 
sion and our trade incentives.

I don't see why you leave out the Secretary of the Department of 
Transportation.

Secretary SHULTZ. You have a fair point there. We will be sure that 
he is included in.

The CHAIRMAN. We will have to suspend momentarily. There will 
be a member back to preside in just a moment. We have to go vote.

[A recess was taken.]
Mrs. GRIFFITHS [presiding]. The committee will be in order.
It is my understanding that there are some difficulties in American 

capital being invested in Japan. If you have this power that you ask, 
can you negotiate away those difficulties ?

Secretary SHULTZ. What can actually be negotiated, of course, re 
mains to be seen in the negotiations. But I think the expanded author 
ities, if they are granted, put our negotiators in a better position in 
general with respect to things that we think ought to be changed.

Mrs. GRIFFITHS. What would you anticipate that you could do to 
get them to agree to the investment of capital in Japan ?

Secretary ROGERS. Just recently they have made some changes and 
I think they are quite conscious of our belief that we should be per 
mitted to invest more in Japan.

Mr. Flanigan may be able to tell you what the recent changes were.
Mr. FLANIGAN. The Japanese have recently announced they will pro 

vide an accelerated schedule allowing our investment in Japan. What 
we are particularly interested in are assembly and distribution that 
help us sell our goods more competitively.

It would not be correct to say we have everything we want in this 
area, but our negotiations have proceeded with"some considerable suc 
cess. We would hope and expect that with the authorities in the bill 
we would be able to do more.

Secretary ROGERS. I might say in this connection that we are going 
to have a joint meeting of their Cabinet and our Cabinet, at least those 
Cabinet officers who are primarily involved, we hope in July in Tokyo. 
This will be one of the subjects we will discuss with them q,t th'at time.

Mrs. GRIFFITHS. -I will yield to Mr. Conable.
Mr. CONABLE. I wonder if these concessions are agreed to or if they 

are just expressions of intent as in the past.
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Mr. FLANIGAN. They have not been formally entered into, but we 
expect they will be in the near future.

Mrs. GRIFFITHS. If you have this authority, would you be able to 
stop the confiscation of American companies in foreign countries ?

Secretary SHTJLTZ. We have a very firm policy, both from the stand 
point of directives given us by the Congress and the President's poli 
cies, that insists on prompt, effective, adequate compensation when 
U.S. property is expropriated. We are very firm on that.

I have just returned last night from 2 days of the Inter-American 
Development Bank meeting. We have been very blunt in our policy on 
that with respect to our votes in that Bank. There are those who don't 
agree with us, but we feel quite strongly on that point.

Mrs. GRIFFITHS. We think the sale to a sole purchaser would be a lot 
different than the sale to anybody who wanted to buy; the price would 
be higher if you could sell it to anybody, but if you are going to have 
to sell it to their government, then you will have a different basis of 
putting a price on it, I would assume.

But could you stop them from doing it in this bill? If you have all 
the powers, could you stop it ?

Secretary SHULTZ. There is no way we can stop it as a result of this 
bill.

Secretary EOGERS. There are two questions involved. One is expro 
priation itself. Under international law, any country has the right to 
expropriate if adequate, just compensation is given. We do everything 
we can to discourage expropriation.

Mrs. GRIFFITHS. You could make it very ineffective with this bill, 
couldn't you ?

Secretary ROGERS. Yes, and we will do eA^erything we can to dis 
courage other nations from expropriation.

Mrs. GRIFFITHS. How would you do it if .you could use this bill ? 
Would you say to them, "We will close our market to your goods" ? 
Just how would you go about it ?

Secretary EOGERS. Well, we certainly don't have that problem with 
developed countries. Usually it is developing countries we have the 
problem with. Our position is clear, however, if they want to have nor 
mal economic relations with us, a relationship that makes it possible 
for their country to prosper as well as our own, then we cannot accept 
the proposition of expropriation without compensation and we will 
take whatever measures we think are most appropriate to prevent it. 
And certainly in the discussions we have with those countries we would 
make that point.

Mrs. GRIFFITHS. But if you started closing the market, if you started 
doing other things, it could result in injury to other than the original 
owners of the capital, real injury.

Secretary ROGERS. That is correct.
Mrs. GRIFFITHS. So that this bill really should have something writ 

ten into it that protects the rest of the American people from just 
exactly that action.

Secretary ROGERS. Well, we would be very careful not to threaten 
retaliation in that sense. We have been very careful in the instances 
that Mr. Shultz has spoken about, to try to do it in a way that doesn't 
hurt other businesses. I think we would do that here.

Mrs. GRIFFITHS. I think we will make sure of that.
Mr. Archer, it is your time to inquire.
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Mr. ARCHER. Based on the current facts, do you have any projections 
as to what we might expect in the way of balance of trade and balance 
of payments at the end of this year for the year 1973 ?

Secretary SHULTZ. There are many projections. It is my observation 
that the projections have been wrong so frequently that one should be 
cautious in putting them forward; that is, I don't know how many 
years people have been saying that by the end of the year our balance- 
of-payments sitimtion is going to look a lot better.

We think that is true, but I believe the thing for us to do is to keep 
working at it and keep doing all the things that we think are going to 
be helpful, and have a "wait and see" attitude toward whether or not 
this big turnaround that the people, particularly the people we argue 
with abroad, say is coming.

People have been saying it is coming, and it hasn't come. So let's just 
work at it and wait.

Mr. ARCHER. Eight now would you estimate that it will be more or 
less than what we had last year ?

Secretary SHULTZ. Less.
Mr. ARCHER. Do you have figures through April 30 of this year yet ?
Secretary SHULTZ. I believe our latest figure is for the month of 

March.
Mr. FLANIGAN. That is correct. For the first quarter.
Secretary SHULTZ. So we have 3 months of the year, right, for the 

first quarter.
Mr. ARCHER. Can you give them to the committee today ?
Secretary SHULTZ. Well, they are published by the Department of 

Commerce. I have them here. In terms of the overall balance, just read 
ing off the merchandise trade balance, I don't have them totaled by 
quotas, but the October figure was minus $418 million; November, 
minus $663 million; December, minus $'141; January, minus $303; 
February, minus $476; March, minus $53.

Now these jump around some, but broadly speaking, the second half 
of 1972 was better than the first half. We see improvements quarter by 
quarter, and I think the first quarter is a sharp improvement over the 
last quarter of last year.

Mr. ARCHER. Secretary Rogers, you brought up in your presenta 
tion the, increased participation on the part of the Europeans in their 
own defense as far as money is concerned and supplying the personnel, 
too. I believe.

What percentage of the cost of maintaining the U.S. troops in West 
Germany is presently being defrayed by the West German Govern 
ment?

Secretary ROGERS. Of course, it is an offset, They don't pay for them. 
It is an offset. I have forgotten exactly what the figures are.

Mr. FLAKIGAN. I think they pay about a half billion dollars out of
1% billion.
Mr. ARCHER. So they pay for approximately one-third ?
Mr. FLANIGAX.. That is the balance-of-payments effect of their 

offsets.
Secretarv ROGERS. I think it is a little higher than that, but maybe 

the total effect on the balance of payments is about what Mr. Flanigan 
says.
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Mr. ARCHER. What is the reason that we can't get them, after all of 
the money we have poured into Europe during world war II and sub 
sequent to that, to pay the full cost of the maintenance of our troops 
there?

If U.S. troops in West Germany are costing this country $1 billion 
a year in balance-of-payments deficits, that is a significant factor.

'Secretary ROGERS. Mr. Archer, it is a matter we have pursued over 
a period of time. We are about to enter into new negotiations. I would 
like to give you a briefing on it at some time. We think we have done 
about as well as we could have up to this date. Chancellor Brandt has 
been anxious to do what he could. We have had a very detailed negotia 
tion with him over some period of time. Each time we get some im 
provement, but there is a limit to what they can do as a practical 
matter.

Mr. ARCHER. I have been told.that the Defense Department lias 
pushed very, very hard to get better participation on the part of the 

' West Germans and they have met resistance by the State Department 
and others in their efforts to get this done.

Secretary ROGERS. That is propaganda.
Mr. ARCHER. Something is blocking us on this point.
Secretary ROGERS. If you are serious about it. we will be glad to come 

up and discuss it. The fact is, what we have done in this field has been 
a coordinated effort by all departments of the Government. We have 
dealt with the German Government in a very realistic way. They' real 
ize the problem. We are very anxious to keep our troops there.

I would be glad to go into it with you.
Mr. ARCHEU. Is it true that West Germany has finally exceeded this 

country as the largest exporting nation in the world for the first time 
any nation has passed vis up since World War II ? Is that true or false ?

Secretary ROGERS. No; it is not true.
Secretary SHTJLTZ. It has a very large surplus in its trade account 

in terms of the total flow of trade.
Secretary ROGERS. I think that may be what you have in mind, Mr. 

Archer.
Mr. ARCHER. Let me shift over to the Far East for a moment. You 

rightly said we had done everything we could to prevent Japan from 
building its own military force after World War II. Why is it we 
cannot ask them to defray part of the cost of our maintaining the 
military power that shielded them and protected them through the 
mutual agreement we had with them? It is costing this country to pro 
vide that defensive capability.

It seems only fair to me that Japan would come in and pay us part 
of the cost for maintaining the nuclear shield and other defense 
capabilities that have benefited them in the Far East.

Has any effort been made to get Japan to pay for part of the cost 
of this valuable benefit to them ?

Secretary ROGERS. As you know, in the Okinawa Reversion Agree 
ment, we had some provision there for costs assumed by the Japanese 
when the reversion took place. No, I don't think so. I think that the 
fact is that our presence in that part of the world is something that 
'wo want. We think it is important to stability in the world.

We are not there just to protect Japan, and that is not the basis 
for our presence there. There are people who oppose our presence in
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Japan. We think that our presence, which has been reduced consider 
ably in Japan, as you know, as it has in other parts of the Pacific, 
•is about right.

We have reduced our total military manpower, from about 3.5 mil 
lion down to abovit 2.3 million men, and in the Pacific area, we have 
withdrawn in the neighborhood of 600,000 men in the Armed Forces.

Mr. ARCHER. I am speaking not just to the manpower stationed in 
Japan; I am speaking to the overall service that we are providing to 
Japan which we are by treaty committed to, including the nuclear 
shield, all of which costs the United States a significant amount of 
money.

This is benefiting Japan. Yes, it is benefiting us also, but it is also 
benefiting Japan. To my knowledge, they are not defraying a part of 
the cost. I don't think anybody would expect them to pay for all of it, 
because we haA^e something at stake, but it seems to me they should be 
asked to pay for a percentage of this cost because the service is worth 
something to them.

Secretary ROGERS. Yes. Well, I understand your .point.
I think our problem has been quite different. Our problem in Japan 

is, to be sure, that it is agreeable with the Japanese Government that 
we continue there, because we think it is important to stability. There, 
is some opposition, as you know, in Japan about our presence.

So, if we started asking them to pay for our troops, we would have 
a serious political problem which I think would be unfortunate at 
the present time. But I see your point and it is something we will 
consider.

Mr. ARCHER. I again want to distinguish between the presence of 
the troops and the overall service we must provide to them under our 
treaty agreement. To my knowledge, there is no effort by the Japanese 
Government to nullify the treaty agreement and say. "We don't want 
the nuclear shield protections and the other protections the United 
States afford to us."

Secretary ROGERS. There was a good deal of opposition at the time 
the United States renewed the reversion—a great deal of opposition. 
One of the reasons it was important to have those negotiations work 
out successfully was to dampen that considerable opposition to it.

The Japanese Government took a strong stand in support of the 
treaty, and we did, too. That was one of the incentives we had to nego 
tiate the reversion of Okinawa. Our relations with Japan, I think, are 
very crucial to not only our foreign policy but to stability in the area, 
and we have had a lot of things that have caused some trouble with 
Japan recently.

I think that from a foreign policy standpoint we want to be very 
thoughtful about our negotiations, understand the Japanese point of 
view, and in these discussions, consider it.

Now, it is true that there is some feeling in this country that the 
Japanese have been very successful in the trading area because of our
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willingness to support them militarily. But, as I said, we have to 
understand their point of view, too. Most of the things they have done 
are things we encouraged them to do.

I would hate very much to have anything develop here today or 
anywhere else in this country that would seriously injure our relations 
with Japan. But I am happy to take into account your suggestions.

Mr. ARCHER. I agree with you, Mr. Secretary. I just wish we Avould 
encourage them to understand our point of view and pay a little of 
the cost of this, too, while we are encouraging other things. Let me 
move to one other point.

Secretary Shultz, can you provide this committee with a list of 
the debts owed to the United States by foreign countries ?

Secretary SHTJLTZ. Yes, I am sure we can.
Mr. ARCHER. I have made an effort before, to try to get a list of 

these debts, and I have never been able to secure it.
Secretary SHULTZ. There are various complications in what is con 

sidered a debt and what is not, but at any rate, let me get for the 
record the best information we can get on that.

[The information follows:]
Question'. What are the latest figures, country ~by country, of the debt owed 

to the United States by foreign nations (loans, World War I, World War II, 
aid, etc.)?

Answer. As indicated in the attached tables, the outstanding foreign indebted 
ness to U.S. Government agencies totalled $57 billion on December 31, 1972. This 
aggregate figure may be divided into two categories—$25 billion arising from 
World War I and $32 billion representing loans and credits extended by the 
U.S. Government to foreigners since World War II.

Of the $32 billion outstanding on post-World War II accounts, approximately 
$639 million is regarded as delinquent by being due and unpaid for 90 days or 
more. A significant amount of the delinquency represents accounts connected 
with the war. These include unpaid obligations by Czechoslovakia. Hungary, 
India, Iran and China—amounting to almost $120 million. Negotiations for the 
repayment of some of these debts—the Iranian war accounts, for example—are 
presently underway. On the other hand, normalization of the accounts of some 
of the other countries, such as the Chinese and Czechoslovak debts, for example, 
will have to await further political developments.

Political factors have similarly prevented so far the collection of some of the 
other arrearages. For example, the Export-Import Bank has past due balances 
of $54 million on loans to private borrowers whose assets were nationalized by 
the Cuban Government. Another example is the Egyptian arrearage of approxi 
mately $36 million due in local currency on Agency for International Develop 
ment loans which have been delinquent since 1967.

Another sizeable portion of the delinquent debts, about $200 million, consists 
of amount due for logistical support provided by the military departments to 
allied forces during the Korean conflict. The status of these claims is presently 
being reviewed by the Departments of State and Defense.

iThe principal and interest due and unpaid on World War I debts amounted 
to $20.2 billion on December 31, 1972. The status of these debts is being cur 
rently studied by the National Advisory Council on International Monetary and 
Financial Policies.

The attached tables provide a complete account of the debt owed the United 
States by foreigners. They also provide a breakdown for the major lending pro 
grams under which the debts arose.
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PRELIMINARY SUMMARY OF OUTSTANDING FOREIGN INDEBTEDNESS TO U.S. GOVERNMENT AGENCIES, AMOUNTS

REPORTED AS OF DEC. 31. 1972

lln thousands of dollars or dollar equivalents]

Agency

Total, all agencies.... __ _______ ... ....

Department of Agriculture: 
Agricultural Stabilization and Conservation Service..

Department of Commerce:

National Oceanic and Atmospheric Administration. . 
Department of Defense: 

Civilian:

Military:

Department of justice: Immigration and Naturalization

Departmentof State:

Department of Transportation:

Independent Agencies:

Social Progress Trust Fund (Inter-American Devel-

U.S. Postal Service........................ ......

Tola!

32, 042, 741

2,932,221 
783,996

42 .
(') -

3, 708 .
6,384 .

932, 985 
37,544 .

245, B74 
33,806 .

0) -

493 .

15,395,491 
70,007 
10, £00

268 .
120 .

4, 875, }10

85, 560 
6,084,053 

65 .

511,779 
260 .

32,058 
840 

-523

Long-term 
credits

31, 555, 145

2,932,221 .
715, 640

932,985 .

9,363

15,387,988 .
69,598 
10,600 .

4,849,970 .

65,063 .
6,068,019 .

511,779 .

1,602 
840 ..

-523 ..

Short-term 
credits

106, 971

68,356 ..

438 
37,483

409 ..

285

Accounts 
receivable

380, 625

42 
0)

3,708 
6,384

37, 106 
199,028 
33, 806 

0)

493 

7, 503

268 
120 

25, 140

20, 497 
16,034 

65

260 
30, 171
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PRELIMINARY SUMMARY OF ARREARAGES ON FOREIGN INDEBTEDNESS TO U.S. GOVERNMENT AGENCIES AS OF

DEC. 31, 1972

|ln thousands of dollars or dollar equivalents]

Total, all agencies — _________ .......

Department of Agriculture:

Commodity Credit Corporation .. _ ____ .
Department of Commerce: 

National Bureau of Standards _ __ ......

Department of Defense: 
Civilian:

Panama Canal Company -- ....
Military:

Department of Justice: Immigration and Naturalization

Department of State:

Office of the Secretary. _ . _ ___ __

Department of Transportation:

Independent Agencies:

Social Progress Trust Fund (Inter-American Devel-

U.S. Information Agency _ _ ... _ ......

639,208 334,253

6,037 6,037 ....

21 ..................

3,051 ......... .......
3,286 - — — „.........

4,043 4,043 ....
15,716 .......

208,534 .........
21,647 ..................

(') ..................

125 ..................

84,249 76,850....
409 ..............

Ill ..................
104 .......... . ....

143,521 118,381 ....

71 ....... ...........
144,210 128,878 ....

56 ........ ..........

4,018 66 ....

9,954 295,001

........... 21

. . ....... 3,051

........... 3,286

38 15,678
9,506 199,028

........... 21,647
(')

.......... 125

.......... 7,399
409 ..............

.......... Ill
. ....... 104

.......... 25,140

......... 71
.......... 15,332

. ...... 56

.......... 3,952

1 Amount less than {500.
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Mr. ARCHER. What ongoing effort,'if any, is there at the present 
time to make collection of these debts, particularly from developed 
nations that are in a position to make a payment?

Secretary SHTJLTZ. I think the most active one right now is with 
respect to the Eussians. We want to get the most-favored-nation busi 
ness finished so that that treaty can come into effect and the lend-lease 
payments that they have agreed to can be paid.

Mr. ARCHER. What amount of money do the Eussians owe us right 
now at this time under the lend-lease obligations?

Mr. FLANIGAN. About three-quarters of a billion dollars, Mr. Archer. 
That is the total payment that would be made over the period.

Mr. ARCHER. How much did they owe us before we agreed to accept 
that as a payment ?

Mr. FLANIGAN. The question there is: What is "owed" ?
Mr. ARCHER. I know, that was my question: How much did they 

owe >us?
Mr. FLANIGAN. We believe that after negotiating with them as to 

the facts under which the debt was incurred and what happened to 
the goods sent over and what kinds of goods they were, we believe 
the amount they owe us is the three-quarters of a billion dollars.

Mr. ARCHER. How much do we show on the 'books right now ? I know 
we have our book balanced in the Treasury. How much do we show 
on our books as being owed to us?

Mr. FLANIGAN. I can't answer that question. This agreement is 
roughly in line with the agreement reached with the French, and 
British with regard to those lend-lease figures. As you know, the vari 
ous components of that debt, separated between consumer goods, 
military goods, goods that might have been returned or lost, et cetera, 
were difficult negotiations, at the end of which this figure of agree 
ment was reached.

Mr. ARCHER. Surely we had to go into the negotiation with an idea 
of how much was owed to us. We didn't go in thinking that three-i 
quarters of a billion dollars was owed to us. We went in with some 
other figure. I am just curious as to what that figure was.

Mr. FLANIGAN. I don't recall what the opening figure in the nego 
tiation was. I thought the question was, "What was owed to us now?"

Mr. ARCHER. I said, "What was owed to us before we settled on 
this?"
I have heard anywhere from $10, $12, $15 billion, and I was curious 
as to what it was.

Mr. FLASTIGAN. That figure included a good deal of military goods 
which were not under the terms of the lend-lease agreement, which 
was a very broad agreement under which in fact one of the terms was 
that nothing was owed to us, so that repayment need not be made 
until normal commercial relations were established.

The accepted interpretation in our agreement of normal commercial 
relations is their ability to ship to us under the most-favored-nation 
basis.

So the global figure was in the vicinity of many billion dollars, as 
you suggest; but the figure that we agreed to as the appropriate debt 
was three-quarters of a billion dollars. What is on the books of 
Treasury, I don't know.

Mr. ARCHER. Mr. Shultz, can you give us that figure ?
Secretary SHTJLTZ. We will provide for the record the information 

we have.
96-006—73—pt. I—'—21
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Mr. ARCHER. Thank you very much.
The CHAIRMAN. Without objection, that will be included at this 

point in the record.
[The information follows:]
The United States furnished approximately $10.8 billion worth of lend-lease 

assistance to the Soviet Union prior to Victory-over-Japan Day. The United 
States and the Soviet Union were able to negotiate a settlement soon after the 
war for goods delivered after V-J day amounting to approximately $200 million.

From the beginning of lend-lease it was recognized that the assistance provided 
could not be subjected to normal commercial procedures. In negotiating settle 
ments under the "Master Lend-Lease Agreements" after the war, no compensa 
tion was requested for articles lost, consumed or destroyed during the war. Nor 
was compensation sought for military supplies and equipment under the control 
of the Armed Forces of the respective allied governments when the war ended. 
It was the policy of the United States to seek payment only for lend-lease goods 
in the possession of other countries at the end of the war which were of a 
civilian type, useful in a peacetime economy of the recipient country.

In seeking a settlement of the lend-lease account with the Soviet Union, 
the United States has always followed the basic principles and policies, described 
above, which governed lend-lease settlements with other governments. It was 
the 1945 settlement with the British, the principal beneficiaries of lend lease aid, 
which provided guidelines for settlements with other countries. During the 
initial negotitaions in 1948 the United States asked the USSR to pay $1.3 billion 
as the first step in the negotiating process, while the USSR offered $170 million. 
During subsequent negotiations in 1951-1952, the United States figure was 
reduced to $800 million while the USSR increased its offer to $300 million. The 
claim was ultimately settled last fall for $722 million.

The CHAIRMAN. Mr. Karth.
Mr. KARTH. Thank you very much, Mr. Chairman.
Secretary Shultz, last week when you were here we talked about 

your language on runaway plants when you testified before the com 
mittee on tax reform. Since I have a feeling that Mr. Flanigan prob 
ably had something to do with the survey that led to the language, and 
since, Mr. Chairman, it seems to me the Secretary has already earned 
a rest, maybe I could ask some questions on this matter of Mr. 
Flanigan.

Notwithstanding the fact that Mr. Corman has pointed out, the 
President of the United States, if in his judgment he found it in the 
national interest not to apply the formula that you have derived, it 
would not be applied at all. What countries in Europe, for example, 
are affected by this language that you proposed to us on runaway 
plants?

Mr. FLANIGAN. I know of no country, no specific country in Europe, 
where a large number of plants are located where more than 25 percent 
of their output comes to the United States and where their corporate 
tax is less than 80 percent of our corporate tax.

Mr. KARTH. So it doesn't apply to any country in Europe, in your 
judgment?

Mr. FLANIGAN. It may. It is not a tax that is allocated by country r 
but rather by plant. There may very well be a plant over there, or a 
company, where a substantial portion of its output comes to this 
country. I just don't know.

Mr. KARTH. Not if you know the corporate rate over there, the plant 
notwithstanding would make no difference. The only country I know 
of in Europe that would qualify under your language is perhaps 
Switzerland.
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Let's go to Asia. How many countries over there would be covered 

by the language you propose?
Mr. FLANIGAN. If the question you are asking is "What countries 

have corporate tax rates of 80 percent of the United States?" I think 
I will ask Mr. Hickman of the Treasury tax staff to answer that 
question.

Mr. KARTH. I would appreciate it.
Mr. Hickman, please, what I am trying to find out is: Who does this 

language really cover, or doesn't it in fact cover anybody; and if it 
does cover some, how significant or insignificant are they ?

Mr. HICKMAN. The answer, Mr. Karth, is that we are talking not 
about the statutory rate of some foreign country but the effective rate,, 
which is a combination of the statutory rate as applied to income as de 
fined under the laws of that foreign country.

Mr. KARTH. Well, you must have arrived at those effective rates be 
fore you made this proposal, otherwise I can't see you making a pro 
posal about which you know nothing, or at least about which you know 
nothing about its applicability.

Mr. HICKMAN. We have a great deal of data with respect to that 
very question, but in a given country it may vary from industry to 
industry. For example, in Europe, as you point out, Switzerland has 
a 29-percent effective rate. In some other countries they may have a 
statutory rate of 40 percent but the effective rate may very well be 35 
or 30, depending on the particular company and the way in which it 
actually operates.

So we are looking at individual situations and there would be a great 
many of them.

Mr. KARTH. To save you some time, I have what I consider or at least 
the staff considers to be the actual effective rates, and according to 
that information there is one country in Europe, which I have already 
identified as Switzerland; one country in Asia, the Philippines; and 
then there are three countries in South America, Venezuela, Brazil,, 
and Argentina; all of whom we insist elsewhere in the bill we are try 
ing to help in one way or another, but by this language you might ac 
tually be hurting them.

I am wondering really why are we going by all of these motions and 
proposing this rather fancy, sophisticated percentage formula, when 
it really doesn't apply to anybody ?

Mr. HICKMAN. I am not familiar with your data. We have a variety of data——
Mr. KARTH. Not to waste more time of the distinguished witnesses 

and the committee members, I am going to ask for the record that you 
supply for the record all those countries to which your formula 
would apply and the companies, the U.S. companies in those countries.

Would you do that, please ?
The CHAIRMAN. Without objection, that will appear in the record 

at this point.
[The information follows:]

FOREIGN CORPORATE TAX RATES FOB MANUFACTURING INCOME
The following table shows the statutory corporate tax rates for manufacturing in selected countries for 1972.
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Since the applicability of the "runaway plant" proposal would be determined 

on the basis of the tax paid by each foreign affiliate, i.e., a company-by-company basis, there will be substantial variations in the effective corporate tax rate 
from company-to-company within a given country. The effective foreign tax rate measured by United States tax accounting standards for determining taxable 
income will, in some cases, produce a foreign effective rate above the foreign 
statutory rate and, in other cases, will produce an effective rate below the for 
eign statutory rate. In order for the rule to apply only where there is a substan 
tially lower foreign tax rate, the proposal contemplates that it will be applicable 
where the foreign effective rate, thus determined on a company-by-company basis, is less than 80 percent of the 48 percent United States statutory rate or 38.4 
percent.

Statutory (1912) corporate tax rates in manufacturing for selected countries
Statutory 
corporate 
incomeCountry : tnx rate' 

Canada ________—_——————————————————————^—— * 50
Mexico ________________—___——__——_———— 2 42 
Panama __________———————————————————————— 3 50
Argentina ___-_-_————————————————————————— 33 
Brazil _____———_————————————————————————— " 30/5 
Venezuela __________——————————————————————— 6 50/60
Other Western Hemisphere_-_-___________—_____ _________
Other Latin America__-_—_-_—___—___———__— _________
Belgium ____________:______________________ " 35/10 
France _______—_————_——————————_——————_—— 50
Germany ___________—_——_-______________ ' 51/15
Italy ______________________________________ 8 43 
Netherlands ___—_——————————————__———_____ 48 
Sweden _—_————_———————————_——_—————_-_ 40 
Switzerland _________________________________ 9 29 
United Kingdom________________________________ 10 40/38. 75 Other Europe_______________________________________________
Republic of South Africa_________________________ u 43/25 
Other Africa________________________________ _________
Japan __________________________________ M 36. 75/26 
Philippines __________________________________ 13 35 
Australia ____________________________________ 47. 5 Other Asia and Oceania-_______________________ _________

•All Industries rate.
1 21 percent of first $35,000, and 50 percent of the excess.2 Progressive rate structure of 5 to 42 percent.3 Corporations are taxed according to a progressive rate structure •with bracket progres sion. The highest percent on the excess is 50 percent.• 30 percent of taxable income and 5 percent on distributed profits of other than service corporations.
6 Progressive rate structure with a maximum rate of 50 percent of income over 28,000 000 bolivares. Corporations engaged in oil and mining activity are subject to a rate of 60 percent on gross increments.
8 30 percent for distributed income with a floating rate on undistributed income; maxi mum is 35 percent on excess over B.Fr. 5.000,000. lO percent surcharge on baste rate? Tax on undistributed profits/distributed profits. Distributed profits also bear substan tial local taxes.
s Companies in Italy are subject to both the income tax, at rates varying from 18 to 25 percent, and to the company tax of 18 percent.• Federal tax is a maximum of 7.2 percent; however, the cantons assess a progressive corporation tax. The maximum rate is 29.78 percent Including Federal and communal rates.10 A corporate tax of 40 percent is levied on all corporate profits and a 38.7g percent tax Is fipnlied on distributed profits.
u The normal tax on companies is 43 percent. There is a 25 percent tax on undistributed profits. Mining income is taxed at 40 percent except for diamond mining (45 percent) and gold mining (special formula).
M Undistributed profits are taxed at a maximum rate of 36.75 percent. Distributed profits are taxed at a maximum rate of 26 percent.
18 Corporate tax is 25 percent of first 100,000 pesos and 35 percent of the excess.
Source: Office of the Secretary of the Treasury, Oflice of Tax Analysis, Jun% j, 1973.
The CHAIRMAN. Let me suggest, Mr. Earth, that I understand the 

Secretary of State has to appear before some other committee, either 
Foreign Eolations or Foreign Affairs, I don't know which.



299

Secretary KOGERS. Senate Foreign Relations Committee. It is sup 
posed to be at 41 can stay if you would like to——

The CHAIRMAN. If you want to stay in lieu of going over there, 
that is certainly all right.

Secretary ROGERS. You are making an attractive offer.
The CHAIRMAN. We will certainly entertain the suggestion. If you 

feel you must absent yourself from the room, you are free to do so. 
All the members of the committee have had a chance to ask you 
questions except for me, and I think my questions of you would be 
answerable by the other two gentlemen anyway.

Are you through, Mr. Earth ?
Mr. KARTH. Yes, Mr. Chairman.
The CHAIRMAN. Let me, if I may, while the others are answering 

on this roll call, raise a few questions.
This has to do with your statement, Secretary Shultz. There are 

three or four or five areas of authority which are requested within 
the bill. There is the tariff authority, which in this instance is not 
quite the same as it has been in the past. In the past, the emphasis has 
been on authority to reduce duties. In this instance you ask authority 
to reduce, and to increase some duties without limit.

In that connection, what procedures would you contemplate that 
you would have to set up in identifying those products where in 
creases should be made? How would you go about making that 
determination ?

Secretary SHULTZ. I think there are two types of situations that 
one might have in mind. One is where you have a substantial non- 
tariff barrier that you are trying to get rid of and, in a sense, sub 
stitute a tariff barrier for it, and having the net barrier be less.

On the whole, we believe that if there is going to be a barrier it 
is better to have it be a tariff where at least you can see it, feel it, 
and identify it.

The CHAIRMAN. I understand now. You equate this authority with 
your authority to do away with nontariff barriers to some extent.

Secretary SHTJLTZ. We might have a situation where in the nego 
tiation there is an agreement to do away with the nontariff barriers 
and have an increase in the tariff, and in effect the net barrier of the 
two combined would be less than previously.

The CHAIRMAN. You don't contemplate a situation wherein you are 
raising the rate of duty over here and thus have to lower a rate of 
duty over here 1 That is not what you are contemplating ?

Secretary SHULTZ. I suppose that would be a possibility but that 
was not what we had in mind.

The CHAIRMAN. Well, you could do it but you don't have that in 
mind. I didn't think you did; that is why I wanted to clarify that 
point.

The tariff negotiating authority is requested for 5 years, and you 
were questioned about this this morning. I am for a 5-year program 
because I don't believe these optimistic reports that are coming from 
abroad that these negotiations can be completed by 1975.

Very frankly, I have some question whether the European Common 
Market even wants to negotiate right now, but you don't have to 
respond to that.
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With, respect to the nontariff barrier authority, what results would 
you expect in your early negotiations with respect to nontariff bar 
riers ? Would you feel that you might accomplish arrangements within 
the nontariff barrier area that you would bring back to the Con 
gress under the veto authority or would you bring that back as a 
part of an overall agreement, withholding submission to the Congress 
of the nontariff barriers agreement until the whole had been worked 
out ? Just how do you contemplate that developing ?

Secretary SHTJLTZ. My guess is that there would want to be a 
tendency to see a total package before pieces are broken out of it, 
although I would not rule out pieces.

The CHAIRMAN. What I am thinking of, Mr. Secretary, is this: 
Would not some part perhaps of the total package itself; that is, a 
concession from abroad, depend upon some nontariff barrier conces 
sion here, and the package would not become effective until you finally 
determine whether or not the Congress will allow it to go into effect 
or remain in effect ?

What I am getting at is whether or not the machinery has been 
developed for bringing that into focus at the earliest possible date. 
Maybe this has to be done even before your big package comes in.

I am just throwing this out as a suggestion for you to think about 
because the whole of it could blow up if you had enough of these 
nontariff matters on our side involved and the Congress defeated 
every one of them.

Secretary SHTJLTZ. I think that is a good point. Maybe Mr. Flanigan 
has something he wants to say about it.

Mr. FLANIGAJT. It is, Mr. Chairman, a very good point. We have not 
yet devised a mechanism. I agree that what you suggest would happen. 
A preparatory committee is meeting now, discussing the problems of 
nontariff barriers. I think there will be a tendency and we will try to 
have a package deal.

The CHAIRMAN. I can understand well why you take this approach 
with respect to the elimination of nontariff barriers here. If I were 
a negotiator for some friendly trading country and you sat down with 
me and wanted to go through the same arrangement again that you 
led me through in connection with the Kennedy round, all you could 
say was that you would go back to the Congress and recommend the 
elimination of the American ceiling price, I don't think I would want 
to sit down with you very long.

So I can understand why you adopt as a part of your program this 
changed arrangement for the elimination of such a thincc as the 
American selling price as it affects chemicals and rubber footwear. 
You have been told this, presumably, that the old type of arrangement 
would not be satisfactory.

Secretary SHTTLTZ. Right, and at the same time, Mr. Chairman, it 
has seemed to us very important to work on the nontariff barriers 
and not sort of have these negotiations in effect become totally pre 
occupied with tariff barriers, because in a sense if there is going to be 
some level of protection and yon eliminate the tariff you are going 
to get a nontariff barrier there. We had better look at them together 
rather than allow them to be separated completely.

The CHAIRMAN. In connection with the authority you asked to deal 
with balance-of-payments problems, you have requested authority in



301

the case of balance-of-payments deficits to impose import restrictions 
on a temporary basis.

Now the bill itself says that such import restrictions would be for 
such periods as the President deems necessary. I think that might raise 
some question in the minds of some of those interested in this subject 
matter if it is not clearly understood that we are talking about strictly 
on a temporary basis, the use of this authority, and what do we mean 
by "temporary" ?

What do you contemplate would be such periods as the President 
deems necessary? Of course, you can't generalize it into one set time 
period because it might take a little longer with respect to one situation 
than another. But we are not talking about 4 or 5 years, we are not 
talking about even 3 years. We are talking about a very short period 
of time; are we not ?

Secretary SHTJLTZ. Yes, sir. I think if we found that a long period of 
time were involved, it would be more appropriate to change the ex 
change rate.

The CHAIRMAN. I think so, myself. I was coming to that very thing, 
if it would not be more desirable.

Second, the trade bill limits the authority to impose balance-of-pay- 
ments quotas by providing that the United States is a party to inter 
national agreements that permit this, but you do not so qualify the au 
thority to impose import surcharge for a balance-of-payment reason, 
as I understand, by the bill.

Since the general consensus of recent years has clearly been in favor 
of balance-of-payment import surcharge rather than balance of quotas, 
I have two questions: Why ask for a balance-of-payment quota au 
thority at all; and second, don't you expect to insist on any interna 
tional monetary arrangement for a balance of criteria for import 
surcharges ?

Secretary SHTJLTZ. I think the import part of it, perhaps Mr. Flani- 
jran is more up on this than I, has to do with present GATT regula 
tions, and we wanted to conform ourselves with them although it was 
not our intent to go the quota route rather than the surcharge route.

The CHAIRMAN. That is what I wanted to bring out. You do this in 
order to conform with the provisions of GATT.

Mr. FLANIGAN. That is true. The GATT rule was written at the time 
when quotas were a widely used mechanism. In the U. S. proposal for 
reform of the monetary system, we propose use of tariff surcharges. 
We would like explicit authority to use either one.

The CHAIRMAN. I quite frankly have thought for some weeks now that 
perhaps article XII of GATT, the balance-of-payments article, should 
be dropped from GATT completely, once agreement is reached on 
amending the charter of the Iiitermonetary Fund to provide for bal 
ance-of-payment trade measures.

You don't need it in both. It seems to me that the balance-of-pay 
ments disequilibrium is more the Fund's business than it is GATT's 
business, anyway.

Mr. FLANIGAN. The membership is not exactly the same.
The CHAIRMAN. It may not be the same. That may be one reason 

that would work against my suggestion. But certainly it is more the 
business of the Fund.
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Secretary SHTJLTZ. I think you are right, Mr. Chairman. Your ob 
servation points out the importance of drawing the Fund and GATT 
closer together so that there is more of a sense of the relationship be 
tween the work of the two groups.

The CHAIRMAN. I think one of the weaknesses of our negotiations in 
the past has been that we have rather isolated ourselves in subject 
matter. I think an arrangement wherein we talk about trade in the 
future, we must also talk about monetary problems and many other 
problems, even military costs, as has been suggested by some members 
of the committee.

I am sure you would agree that you have to look at the total, bal 
ance of payments, balance of trade, military costs and all, monetary.

Mr. FLANIGAN. Of course, this is the wrong committee, but I might 
point out that is the virtue of the Council on International Economic 
Policy.

The CHAIRMAN. I understand that is being considered on the Bank 
ing and Currency Committee. It is too bad they have jurisdiction.

Let me ask you, with respect to the "unfair competition authority" 
that you ask for in the bill, I notice in the bill that there are no pro 
cedural provisions as to how the President would use the retaliatory 
authority against countries that unreasonably or unjustifiably restrict 
our imports, and that may result from suggestions, Mr. Flanigan, that 
I made to you that you not endeavor to write into the bill initially 
criteria with respect to the use of some of the authority but work 
with the committee when we get in executive session and let us de 
velop those criteria within the executive session.

That is the reason why it is absent here, I assume.
Mr. FLANIGAN. Yes; we think that will be a tough job, to write 

criteria.
The CHAIRMAN. I just Avant to know this one thing. Does "unreason 

able" or "unjustifiable" as used in the bill, and as you understand it, 
mean illegal under GATT? Is that what we are talking about? 

_ Mr. FLANIGAN. The "unjustifiable" is the illegal in terms of obliga 
tions under international agreement, and "unreasonable" is unreason 
able, whether unjustifiable, or illegal under GATT or not. There are 
some practices which are unreasonable but may not be covered by 
GATT or other agreements.

The CHAIRMAN. It is "unjustifiable" which is illegal under GATT?
Mr. FLANIGAN. Eight.
The CHAIRMAN. Is the President the sole judge under the bill of what 

is unreasonable, or would he expect at least a factfinding report from 
the Tariff Commission?

Mr. FLANIGAN. The bill makes no provision for the factfinding re 
port. That is a subject which, needless to say, we expect is to be a matter 
of discussion.

The CHAIRMAN. Second, would the President select particular prod 
ucts on which to impose import restrictions without analysis, if there 
is not to be one by the Tariff Commission, of the impact on the United 
States, impact on importers and consumers who make that selection ?

Mr. FLANIGAN. The President would have that authority. Qf course, 
he would have an analysis. The analysis might well be by the execu 
tive branch, rather than the Tariff Commission.



303

The CHAIRMAN. Would it be advisable, in your mind, for this right 
to try to establish before a factfinding group, if we had one, to be 
extended to any industry that thought there was an unreasonable 
limitation or restriction on our exports?

Mr. FLANTGAN. I would think the important thing would be not to 
have an action forced on the President.

The CHAIRMAN. No, I am not talking about that, but could they 
bring these complaints ? What I am getting at, the Government never 
goes about these things presumably until somebody calls the fact to 
the attention of some agency of Government: some country has placed 
an unreasonable limitation upon exports of his products into that 
country.

Now does he have to go to the President with that, or can he go 
to a factfinding organization of some kind to make that known ?

Mr. FLANIGAN. Mr. Chairman, we have been discussing this very 
legitimate problem with the Department of Commerce and the Secre 
tary of Commerce. I am sure that on Friday you will want to bring 
this up with him.

The question we have been struggling with is whether we should 
have an office there of "unfair commerce practices" or whether his 
ombudsman is the appropriate office to which these "unfair practices" 
can be brought.

We have not in this bill suggested a mechanism to which an industry 
could speak, but section 301(c) of the bill does provide for the pres 
entation of views from the public on unfair practices abroad.

The CHAIRMAN. We will at least want to think about that, too, as 
we consider the legislation. I think it is important that the fact of 
where the individual'goes to bring this to somebody's attention is 
known.

Mr. FLANIGAN. Eight.
The CHAIRMAN. Now let me ask you about this business of rela 

tions with the EEC. In your testimony you said that the executive 
branch wants to come to grips with the unreasonable aspects of region 
alism. That was in your statement, Mr. Secretary.

You also mentioned current negotiation in GATT to receive com 
pensation for enlargement of the Community to include Great Britain, 
Ireland, and Denmark.

Can you tell us more about these ongoing negotiations, and what 
you expect to achieve as compensation for the damaged trade inter 
ests of the United States which appears to be quite evident from this 
expansion ?

Secretary SHTJLTZ. I can't give you the detail on it, Mr. Chairman, 
but I believe Mr. Eberle will be able to do so.

_ The CHAIRMAN. When he comes this week, all right. We will go to 
him about this.

Now let me ask about the extension of most-favored-nation status 
to other Communist countries in addition to the Soviet Union. This 
is to be done, as I understand, only by a bilateral trade agreement, 
that is, it would be entered into by Russia and the United States, in 
all probability, because of the nature of the relationship, items would 
be spelled out on each side by each country that they expected to be 
able to ship or buy from the other countries.

Is that what you are thinking about ?
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Mr. FLANIGAN. The current trade agreement with the U.S.S.R., 
Mr. Chairman, leaves in the hands of both Governments, and, of 
•course, it is inherently in the hands of a government of a managed 
economy like the Soviet Union, the right to cut off any item at any 
time when, in the sole judgment of that country, it is having an adverse 
effect on that country's economy.

That same right under the trade agreement would exist for us, so 
we don't have to scell out any specific item.

The CHAIRMAN. I am thinking more, Mr. Flanigan, in terms of 
whether or not we are eliminating any further consideration in our 
trade with these eastern nations of the Battle Act and things of 
that sort which have to do with the shipment out of the United States 
of materials that are susceptible to use in time of war.

Mr. FLANIGAN. There is no effect on the Battle Act, I understand, 
Mr. Chairman.

The CHAIRMAN. Would it be a limitation ? That is what I am getting 
at, would it be a limitation on what we could negotiate under such 
an agreement? I think it is important for the Congress to under 
stand that. That is my understanding of it.

Mr. FLANIGAN. That is right.
The CHAIRMAN. The administration trade bill suggests a veto 

formula by either branch of the Congress at the beginning of each 
trade agreement with a Communist country. In your proposal does 
this veto formula extend to each 3-year renewal of an agreement?

Mr. FLANIGAN. No; although Congress could by positive legislation 
signed into law by the President prevent the renewal of an agree 
ment for an additional 3-year period.

The CHAIRMAN. I didn't quite understand in reading the bill.
Mr. VANIK. Mr. Chairman, if you will yield on just that point?
The CHAIRMAN. I will be glad to.
Mr. VANIK. One of the problems I have with the veto procedures 

is that all it takes is one Member of the Senate to just prevent any 
change.

The CHAIRMAN. A filibuster ?
Mr. VANIK. Yes, so one Member of the Senate can, for whatever 

reasons he likes, absolutely destroy the powers of this Congress to 
ehnnge anything in this bill.

The CHAIRMAN. You mean their health is such that they could 
speak for 90 days?

Mr. VANIK. A filibuster could rule out congressional prerogative. 
This is one of the dangers of the bill. I think powers like this, once 
granted, cannot be changed by the Congress.

Thfi CHAIRMAN. Very frankly, I have never liked to grant authority 
to a President in this area and then reserve with respect to it. I can 
understand quite well why you would do that with respect to nontrade 
barriers because they are actually laws of the land.

If we could put certain criteria into this area that would make us 
feel more secure that arrangements entered into would be carried 
out—I am somewhat like Mr. Vanik apparently is, from his question— 
I would rather give you the authoritv without reserving the right 
to undo it, but we may not be able to work out those criteria in con 
nection with the development of the bill.
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It may be necessary to do that finally, but if we could think in 
terms of criteria under which the agreement might lapse during the 
3-year period, I would much prefer that we not reserve this authority 
because it always raises a question in my mind about the constitu 
tionality of it.

Mr. FLANIGAN. I perhaps missed what Congressman Vanik was say 
ing : if the Senate chose to filibuster forever, it could be vetoed by the 
House. It is either House.

The CHAIRMAN. Either House. If you said "both Houses" it would 
clearly be unconstitutional.

Mr. FLANIGAN. Yes, sir. With regard to the alternative, it is some 
thing we can study, and it does go, as you said, with the question of 
the conditions.

The CHAIRMAN. That is right. It would depend on whether we could 
develop conditions and then what are the conditions for its continuance 
during a 3-year period or for another 3-year period.

Where does the administration presently stand in its study of U.S. 
investment in Soviet natural gas exploration and importation in the 
United States ? I have talked with a representative of one of the com 
panies that is dealing direct, apparently, with the Soviets in this area. 
I wonder just where we stand as a Government in this situation.

Secretary SHULTZ. Asa government, we are in the posture that there 
are a great many questions about whether or not this gas can be brought 
to the United States at prices that are attractive.

At the same time, our prospective energy needs are such that any 
possible source ought to be explored. So our companies are exploring 
and are working with the Russians in trying to answer some of the un 
answered questions about how costly it would be.

We have no commitments of any kind. We are gathering informa 
tion, and on the basis of additional information we will decide whether 
or not it is appropriate to go forward.

The CHAIRMAN. Well, I read in the paper some weeks ago that one 
American company had already entered into an agreement with the 
Soviet Union to export to the Soviet Union certain minerals produced 
here that are not produced there, in return for oil and gas, or gas or 
oil—I don't know which—that would perhaps over a period of years 
involve some, I think he said, maybe $20 billion of trade, or maybe 
it is $20 million of trade.

Mr. FLANIGAN. That was Occidental.
The CHAIRMAN. That is the company, yes.
Mr. FLANIGAN. Yes, sir. They left room in this agreement, as I un 

derstand it, to account for exports from the Soviet Union in several raw 
materials. The development of the natural gas agreement was not 
necessarily the key to that agreement.

The CHAIRMAN. No, it was not just one thing, I understand that. But 
now does that entire agreement depend upon most-favored-nation 
treatment being extended to Russia, or would it go into effect anyway ?

Mr. FLANIGAN. I only know what I have read in the newspapers 
about it. I have not seen the agreement. It is my understanding that it 
is not dependent on most-favored-nation treatment. I believe the raw 
materials are not subject to duty and therefore are not hindered by 
MFN.
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The CHAIRMAN. Mr. Secretary, you have told us that our trade bal 
ance with the Soviet Union now is very favorable, and of course I know - 
it is. If we grant most-favored-nation treatment to Russia, do you con 
template that we would continue to enjoy that favorable balance of 
trade and, if so, for what length of time ?

Secretary SHTJLTZ. I think a great deal depends, Mr. Chairman, 
on what happens in the field you asked about first, namely, oil and gas, 
and whether or not it turns out to be possible to bring in, particularly 
LNG, at favorable costs. I think that is a very open question. That is 
certainly one major source of potential flows, from the Soviet Union to 
the United States.

The CHAIRMAN". I certainly commend you and the administration for 
endeavoring to develop for us an energy source outside of the Middle 
East where we will not remain dependent upon just resources from the 
Middle East.

Is it your information that there are tremendous reserves of gas 
and oil in Siberia ?

Secretary SHTTLTZ. Yes, sir.
The CHAIRMAN. Let me turn now to generalized preferences for the 

manufactured exports of the developing countries.
Do we contemplate that we will go singlehandedly in the granting of 

preferences to the underdeveloped countries of the world, or do we con 
dition our progi-am upon other industrialized nations joining us and 
doing the same thing ?

Mr. FLANIGAN. Mr. Chairman, our clear understanding is that wo 
would grant these generalized preferences only if other industrialized 
nations do the same thing, and of course they are already doing it. They 
have a system to some extent of granting these preferences.

The CHAIRMAN. But I think it would be an act of foolishness on our 
part to think that our market could absorb all of the production of all 
of the underdeveloped countries of the world, just our market alone. 

I think you would share that point of view, wouldn't you ? 
Mr. FLANIGAN. Yes, sir.
The CHAIRMAN. How do these proposed preferences compare with 

what the other industrialized countries are doing? You mentioned that 
they are doing some of this with the developing countries. What is the 
EEC, for instance, doing beyond preferences for its former colonies ? 

Mr. FLANIGAN. These are very complex formulas, as you know._ It 
is difficult to determine exactly what the trade effects of the differing 
systems would be. We have agreed with other developed countries in 
the OECD to keep all of our systems under review and reassess them 
to see if there are ways in which they should be made more similar. 

We have prepared some preliminary estimates based on assumptions 
we think are realistic. They indicate the rough magnitude of the im 
pact of the various systems. The percent of the gross national product 
of the receiving country that imports would represent, under the Japa 
nese system, 0.12 of 1 percent. Under the EC of 6, 0.1 of 1 percent; for 
the UK, 0.4 of 1 percent. That presumably reflects their feeling of 
obligation to their previous colonies.

Our system would be .11 of 1 percent. So, other than the (JK, you 
can see these all are relatively similar as in relation to the %ross na 
tional product of the importing country. That, of course, means that
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there would be a substantially ̂ greater inflow into the United States 
because we have a much larger gross.national product.

For the United States, it would be about $1.2 billion a year; for the 
UK, just under $500 million; for the EC of 6, just under $500 million; 
and for Japan, about a quarter of $1 billion.

The CHAIRMAN. Let me ask now this question: aside from assisting 
the developing countries to industrialize more and therefore increase 
their imports from us, hopefully, are there any other advantage for 
the United States in this drive to grant preferences to the developing 
countries ?

Mr. FLANIGAN. Mr. Chairman, a matter of serious concern to the 
United States, as much because of the potential damage that it can do 
to our trade in the future and because it is a violation of the most- 
favored-nation principle, is the existence of specialized preferences 
that are granted by other countries, particularly the Community.

Under these specialized preferences which are granted supposedly 
in order to help certain LDC's, what they do in fact is to discriminate 
against all third countries and American exports into the countries 
granting the specialized preference.

We believe that the way to handle the problem of specialized prefer 
ences to some extent is to get them turned into generalized preferences 
so that all of us are making the same kind of an effort to help develop 
ing countries help themselves.

We think that it is better for the developing countries to have the 
generalized preference. We think that this is of benefit both to them 
and to us.

The CHAIKMAN. I agree with you. Our trade is less discriminated 
against under generalized preferences than it is under special prefer 
ences. I wanted to bring that out.

Let me turn to your statement, Mr. Flanigan. I have three or four 
questions here. In your statement you say that the world's trading 
system needs major reform. I certainly agree with you. Can you tell 
the committee fairly completely whether you are proposing the forma 
tion of a new GATT or a reform of the existing GATT. Maybe that 
is one and the same anyway.

Sometimes I think we need to tear it up and just start all over.
Mr. FLANIGAN. To be entirely frank, Mr. Chairman, our thinking 

has not gotten very definitive on this question, but we certainly believe 
that what we need are some new rules for trade. We are concerned 
about some of the voting systems in some institutions which result in 
a need to negotiate, in effect, a unanimous concensus in order to get a 
change.

We recognize that under the current voting system certain blocs are 
able to prohibit or inhibit any change in the rules. We are concerned 
about that. In this trade bill itself and in the President's message, we 
have suggested some directions in which we want to move.

For instance, we would like to see within the GATT, by the na 
tions of GATT, the development of a multinational safeguard system 
as the tariff or nontariff barriers are removed, and therefore, a chance 
of a flood of imports is increased. We think that most nations will 
want to have an ability to adjust.
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We would like to see that the burden of adjustment is shared on 
a multinational basis, not in place of our own unilateral authority 
but as well as. We would hope and expect that under a multinational 
safeguard, the problems of compensation would not exist.

The CHAIRMAN. I think you would agree with me that when we 
developed the GATT articles, we did not have to be concerned our 
selves with whether or not they put us in a discriminatory postion, or 
whether we had no advantage whatsoever under them.

We were perhaps the only developed country of the world that 
proceeded immediately at the end of World War II with productive 
capacity. Most of the rest of the world was ravaged by the scars of 
war. We were more interested at that time in seeing that economic 
growth occurred in these other countries than anything else, because 
we were fearful of the spread of communism to those areas that had 
been devastated.

But, now you point out that Japan has become a very powerful 
economic nation, and of course, it is. The Economic Community which 
we caused to be set up in the first place is now expanding and taking 
in more and more countries of Europe, and is, of course, practically 
equal to us in its productive capacity.

The situation, as you indicated in all of your statements, has 
drastically changed. The world has, and the trade of the world has, 
since GATT was established.

Now, I have discussed many of these articles that I think should be 
reflected with Mr. Long, who is the Secretary General of GATT, a 
Swiss. He tells me that he thinks GATT representatives would wel 
come a request from us for sessions to bring about new negotiation 
of changes within GATT.

I know that perhaps he has discussed that with you at the White 
House. I think that ought to go forward during this same 5-year 
period as we try to negotiate out these further impediments to the 
freer flow of trade between us and the other countries.

I am sure you would agree with that.
Mr. FLANIGAN. Yes, Mr. Chairman, we entirely agree. I think it 

is fair to say when we look at GATT, we should not dwell entirely 
on what we perceive to be its shortcoming and there are shortcom 
ings. We also should recognize that we, in the world, have benefited 
to a large extent by the existence of GATT since it was set up, and 
by the creation of an interdependent trading world which has raised 
the standards of living in the United States and for people abroad as 
well.

The CHAIRMAN. I did not mean to indicate that there was not a 
great deal of improvement to be shown as a result of GATT. How 
ever, take the Japanese in the GATT, with respect to the European 
Common Market. Despite the fact that the Japanese have been a full 
member of GATT since 1954, but the EEC have never by their actions 
recognized Japan's full membership.

They became a member, but then immediately the European ap 
plied restrictions to the flow of Japanese goods into the European 
Common Market. And since they could not ship there, and since they 
have developed the productive capacity which continues to grow, it 
meant an ever increasing amount of goods in this country f ronj Japan.

If they were shipping an equal amount around the worl<l on the
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basis of the capacity of these industrialized countries to absorb it, there 
would not be any problem of Japanese imports in the United States.

Mr. FLANIGAN. Mr. Chairman, I entirely agree. It is interesting that 
when Christopher Soames was here, he expressed himself in the solu 
tion of the problem that it was not one of closing markets to Japan,, 
but rather opening markets to others as Secretary Shultz also said.

It is in that direction we are pressing the Japanese, and we believe 
we are making some headway.

The CHAIRMAN. Could you advise me, Mr. Flanigan or Secretary 
Shultz, just which of these nontariff barriers that we find existing 
against the freer flow of our goods into certain areas do you think to 
be the most powerful ?

Mr. FLANIGAN. Mr. Chairman, we think that probably the most im 
portant, and certainly the most difficult to negotiate away are the 
barriers to the exports of our agricultural products. We recognize- 
that they are grounded in social systems abroad, that they are con 
sidered by some in the community to be the glue that holds, the com 
munity together, that the Japanese feel that they are ar. Jmportant 
part of maintaining their own transition from an agricultural to an 
industrial community.

We recognize that to change any of our own would be a difficult 
problem. So, we are not impatient to the extent we would expect them 
to be changed overnight, but we do believe that for these negotiations 
to be a success, we have to make headway in this very important and 
difficult area. If we can make headway looking down the road a long 
way, we see a significant potential for American agriculture which is 
the area in which the United States has a very clear comparative 
advantage.

The CHAIRMAN. At the same time, when I talked to Europeans who 
are here from the European communities, they raised questions about 
some of ours. Apparently, they are greatly interested in the elimina 
tion of some of the restrictions we impose upon the freer flow of their 
agricultural products in the United States.

Mr. FLANIGAN. I think they have a debating point, but I would 
argue, Mr. Chairman, that the balance between the two restrictions is 
very much in their favor.

The CHAIRMAN. No doubt about that, but I hope you can get them to 
realize it. Let me ask about the level of adjustment assistance benefits 
which are established in the TEA. We are under the bill abolishing 
any adjustment assistance for firms, are we not ?

Mr. FLANIGAN. Other than the benefit of import restraint for a pe 
riod of up to 5 years with the possibility of a 2-year extension, during- 
which time the industries would be expected to take steps to adjust, but 
they would have a very much more available import restraint mecha 
nism than currently exists.

The CHAIRMAN. I wonder whether it doesn't follow that if we do not 
have an adequate adjustment assistance program for the workers, this 
alone will create greater pressures to impose import restrictions.

Secretary SHTTLTZ. That may be, Mr. Chairman; for that reason we 
think it is important to have an adequate adjustment program for 
workers. That is one of the reasons. The principal reason, of course,. 
is to meet the needs that the people have.
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The CHAIRMAN. I wouldn't argue with you at all that it is imma 
terial whether a person loses his job from imports or whether he 
loses it from the closing of a defense plant or any number of reasons 
which can be traced to some Government act or whether it is a Gov 
ernment act or not is immaterial. I am very strong for your standards 
on the unemployment compensation field, but I am of the opinion that 
when we hear spokesmen from Labor, they will ask us, I am afraid 
they will ask for some bit more adjustment assistance, at least in 
connection with this program. Is the administration firm in its posi 
tion against it, or is this a negotiable item ?

Secretary SHTJLTZ. Well, we beleve that these adjustment problems 
that you pointed out do not differ from one worker to another and 
what you need to concentrate on is improving the level of income 
maintenance in the event of loss of jobs, involuntary loss of jobs 
for everything. This includes not only the proposals on unemploy 
ment compensation but also pension reform.

We would like to stick on that point. If it were desired by the 
committee to combine these, we would 'be glad to work with the 
committee along that line. I know someone said that you can never 
be sure that something like the Federal standards 'for benefits levels 
will actually pass, and perhaps it would be well to include it in.

The CHAIRMAN. If we ease up on the escape clause proceedings, 
and I want to do that because the present limitations on the escape 
clause proceeding, in my opinion are totally inappropriate—but if we 
do thai, liberalize those requirements to establish easier relief from 
import injury and at the same time offer a smaller adjustment assis 
tance program as proposed—I just wonder whether or not we are 
doing the President a service.

I can envision that many industries will be at the Tariff Commis 
sion immediately applying for specific relief through some type of 
an increase in rate of duty or through imposition of a quota or some 
thing else. They come to me at various times regretting the fact that 
they don't have this protection.

We may be trapping ourselves into a position where we have to 
do more of that if we are not careful. This is just a thought that 
worries me.

Have you, Mr. Flanigan, been able to make any estimates in con 
nection with the liberalization of the escape clause proceedings ? Just 
what part of our trade might be involved in requests for more pro 
tection ? I am thinking about the shoe industry. Certainly they will 
be there. I am thinking about the electronics industry. Certainly they 
will be there. I am thinking about the ballbearing industry. Certainly 
they will be there. I could go on and on and on and on and list industry 
after industry that I think may show up in hopes that they could get 
a favorable decision from the Tariff Commission and .favorable re 
sponse from the President.

Mr. FLANTGAN. I think your concern is a very legitimate concern. 
Frankly, when the bill was described to and discussed with the Presi 
dent, he recognized that the net effect of this would be to put on his 
desk and on the desk of this committee considerably more pressure. 
But he also believed that the responsibilities of the office included that 
kind of pressure and accepting that kind of pressure and that this 
was the appropriate direction in which to go. We have not attempted
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to estimate what industries would go to the Tariff Commission for a 
finding of injury as a result of imports and therefore be in a position 
to come to the President, but we have made some estimates, some 
budgetary estimates of the effect of this very considerably relaxed ad 
justment assistance for workers and the relaxed scheme for the certifi 
cation by the Secretary of Labor.

The budgetary figures were not so great as to make us feel that it 
was an inappropriate burden even during this period while we were 
waiting for the proposed new Federal minimums for unemployment 
insurance to go into effect.

The CHAIRMAN-. Thank you. I had some questions I wanted to ask 
about the Canadian automobile agreement, but I have taken too much 
time already.

Will you preside and take over, Mr. Burke? I have an appointment 
in my office.

Mr. BTJRKE [presiding]. Mr. Conable is recognized.
Mr. CONABLE. Thank you.
Mr. Secretary, there was a provision put in DISC when we passed 

it which provided that DISC could be suspended with respect to items 
in short supply. Have there been any applications for the suspension 
of the tax benefits of DISC ?

Secretary SHULTZ. I don't think so, no.
Mr. CONABLE. There have been no applications as far as you know ?
Secretary SIITJLTZ. I don't think anyone would appty to have it 

suspended.
Mr. CONABLE. For instance, with respect to the lumber industry, at 

this point, there are interests that would like to see more lumber kept 
here. Maybe lumber isn't DISCed to a substantial degree; but you 
are not aware of anything of that sort ?

Secretary SHULTZ. I don't think the lumber industry, the exporting 
lumber industry would make an application.

Mr. CONABLE. No, they would not, but others who would like to see 
the export of lumber stopped might.

Secretary SHULTZ. I don't know of any such applications.
Mr. CONABLE. Does it go to the Cost of Living Council, is that where 

it is supposed to go?
Secretary SHULTZ. Matters having to do with DISC would come to 

the Treasury.
Mr. COKMAN. It is my understanding that the Cost of Living Coun 

cil asked Treasury representatives to look into the costs of DISC 
with respect to cattle hides and lumber and the possibility of using the 
DISC supply rule in the cases. If my information is accurate, could 
we have a copy of the Council's communication and the Treasury's 
response ?

Secretary SHULTZ. Apparently, since I am Chairman of the Council 
and Secretary of the Treasury, you are way ahead of me on the com 
munications between these two organizations. I should ask you to 
make them available to me.

Mr. COEMAN. I will check with my source and share it with you.
Secretary SHULTZ. I would appreciate it.
Mr. CONABLE. One other thing. If this committee were to decide 

not to deal with the taxation of foreign source income in a trade bill, 
I assume we would have no objection from Treasury, is that correct?

90-006—73—pt. f——-22
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Suppose we were to decide to put it over until we considered tax re 
form—later in the year—what would Treasury's attitude be on that ?

Secretary SHULTZ. The administration's attitude has been, the Presi 
dent's, that we should put before the Congress the whole set of re 
lated matters involving taxes, trade, pensions, unemployment insur 
ance, energy; these things are all related to each other. No matter 
which one you take up, you can find a thread going somewhere else, and 
that you were entitled to see the administration's position on all of 
these things.

Now, the order in which you take them up, the way in which you 
related them together in legislation, is something for you to decide. We 
will work with you in whatever manner the Congress wants to work 
at them.

Mr. CONABLE. So you would have no preference as to how we dealt 
with this issue, is that correct ? Is that what you are saying ?

Secretary SHULTZ. Well, we think it is up to you to decide how you 
want to do that, but we felt from our part that you were entitled to 
know what we think about taxes while you are considering trade and, 
if you want to consider them both together, fine, we are ready to do 
that.

Mr. CONABLE. Thank you, that is all, Mr. Chairman.
Mr. BTTRKE. Mr. Vanik.
Mr. VANIK. Mr. Chairman, I would like to go back to the question 

that was brought up with respect to how we arrive at trade agreements.
Recently an American energy company entered into some arrange 

ment to produce gas out of Algeria and export back liquefied natural 
gas to the United States. Did the U.S. Government officially partici 
pate in this arrangement ?

Secretary SHTILTZ. In that case, if we are thinking about the same 
one, Export-Import financing was involved.

Mr. VANIK. Yes, $159 million.
Secretary SHULTZ. So the U.S. Government gets involved by virtue 

of the fact that the Export-Import Bank is part of the Government. 
But the basic deal is something that is negotiated by the companies 
and they make an application.

Mr. VANIK. One of the questions I wanted to ask——
Secretary SHTTLTZ. Also the Federal Power Commission was 

involved.
Mr. VANIK. I was curious as to how we got into that kind of an 

arrangement. How deeply involved were the Government officials?
Secretary SHULTZ. Well, if a private company wants to make a deal 

to bring in a product to the United States, the price of which is 
regulated in the United States, they naturally have to go to the agency 
that does the regulating to see whether or not this is something that 
can fly.

Mr. VANIK. I understand that.
I am concerned about a few moments ago Mr. Flanigan tol(j nie that 

there was no Government participation in such negotiations on behalf 
of a private company. If I understand it correctly, I think there was 
a statement that yoii were involved, along with former Secretary of 
the Treasury Connally in 1971.'

, Now, this is a country with whom we have no diplomatic relations. 
. It is a state monopoly.
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Mr. FLAXIGAX. My comment, Mr. Congressman, about no govern 
mental activity related to the previous agreement signed between a 
private U.S. company and a government.

In this most recent suggestion that you mentioned, the example 
that you brought up, there was the Government activity that Secretary 
Schulz suggests. I was not, to my knowledge, involved.

I don't recall being involved.
Mr. VAXIK. Jack Anclerson involved you on November 19, 1971.
Mr. FLAXIGAX. I don't have time to be involved in all the things 

Mr. Anclerson attributes to me.
Mr. VAXIK. He turned out to be a pretty good prophet.
He has been right a great deal in recent weeks.
Mr. FLAXIGAX. I recall no such involvement in the El Paso case.
Mr. VAXIK. The question in my mind is whether or not other com 

panies involved in the procurement of liquefied natural gas had the 
same opportunity to participate in the arrangement, or were Govern 
ment officials acting for a specific company ?

I think that opening up a field of liquefied natural gas for the 
American people is very important, but I think that all of the com 
panies that qualify should be able to participate.

Secretary SIITJI/TZ. And they would be.
At the same time the Federal Power Commission doesn't go out 

and solicit companies to bring tilings in. A company comes to them 
and says, "We are in the process of working this out and if we can 
work it out will we be able to sell it here or not?" Then they try to 
answer that question. If some other company comes along, they will 
answer that question.

Mr. VAXIK. That brings me to the question of Export-Import Bank 
credits because the criteria foi1 trade is determined more by what coun 
try provides the credits. Isn't this an important consideration in 
whether we sell or not, whether or not we can extend credits? It is 
competition for credits.

Mr. FLANIGAX. Certainly.
Mr. VAXIK. I frankly feel that where, credits of this dimension are 

involved, that we ought to know fully who is involved, whether any 
persons, private or public, are receiving any fee for having worked 
out the deal.

I think these things ought to be put down in the record so that before 
Export-Import Bank credits are granted that whoever receives them 
should certify and list whatever compensations were paid to people 
that hel ped to bring about the arrangement.

Secretary SHTJLTZ. First of all, no Government employee collects 
a fee for a Government action. Let's be clear about that.

Mr. VAXIK. I understand that.
Secretary SIIUI/TZ. Or at least if they do and we find out about it, 

they should be out.
Mr. VAXIK. Well, usually the arrangements are for a former client, 

or for a client developed after the services for the Government is 
completed.

It is a very gray area in which—I think there ought to be specific 
prohibitions tliat would operate against individuals and certainly the 
same tiling applied to the man in the Department of Agriculture that 
was involved in the wheat deal, and then ended up on the side of the 
exporter.
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I would like to ask whether or not you approve as Secretary of the 
Treasury the policy of providing Export-Import Bank credits to a 
monopoly operated by a country with which we have no diplomatic 
relationships ?

Doesn't that affect the collectibility of the credit if we have to col 
lect on it?

Secretary Sntir/rz. The question of the security of a loan is some 
thing that must be examined by the private parties involved as well as 
by the Export-Import Bank and the Government. We have to feel that 
we have taken adequate measures there.

In the case that you mentioned, I believe that the full faith and 
credit of the Government is pledged behind this loan.

Mr. VANIK. The full faith and credit of the Government, but they 
don't pledge any of the resource material that is being produced.

The Export-Import Bank has no claim against the liquefied natural 
gas as it is developed in that country.

Secretary SHTJLTZ. When you are dealing with a country that is a 
state monopoly country, then, if you have the full faith and credit of 
the government behind you, yoii have all the different resources that 
there are, including the ones that you happen to be dealing with expli 
citly.

Mr. VANIK. I have been going through the bill very, very thorough 
ly. One of the things that concerns me is the fact that this bill fails 
to say anything about agricultural products.

You talk about articles. I wonder if we shouldn't add the words 
"agricultural products" wherever "articles" appears. I would like to 
see this bill apply to the whole spectrum of trade.

I want it to be a total bill.
Can yon see any reason why agricultural products should not be 

included in this bill wherever we refer to articles?
Mr. FLANIGAN. Mr. Vanik, I believe in the President's message or 

in the section by section analysis, we explain the fact that we leave 
the words "agricultural products" out because we don't believe that 
they should be treated in a different manner. That they are articles.

Mr. VANIK. That isn't what happens if you left agricultural prod 
ucts out?

Mr. FijANiGAN. No, sir. We believe this is another article, that it 
should be dealt with under the tariff or nontariff barrier negotiat 
ing authorities and the President has made it very clear that a primary 
purpose of these negotiations is to improve the access abroad to our 
agricultural exports. In the past people have said we will talk about 
agriculture and talk about everything else over here. That has tended 
to, dealing with these things in" a different way. We don't think they 
should be dealt with separately.

Mr. VANIK. I don't understand, why the word "articles5 ' appears 
throughout the bill and "agricultural "products" is excluded.

Are you telling me that "articles" includes the words "agricultural 
products" ?

Mr. FLANTGAN. That is correct.
Mr. VANIK. Would there be any objection then if we amended the 

language of the bill to show that wherever "articles" appears we could 
add "agricultural products"?

Mr. FLANIGAN. I would like to see the language.
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Mr. VANIK. I have done this throughout the bill. 1 can give you the 
citations and the exact pages. I think that wherever the word "articles" 
appears in the language of the bill we should also add the language 
"and/or agricultural products" to clearly refer to agricultural prod 
ucts.

Would you have any objection ?
Mr. FLANIGAN. I think we should have manufactured products.
Secretary SHULTZ. If you want to list every product in the United 

States every time you say articles, you can, or if you want to pick out 
some. It is a generic phrase which is not worth arguing about.

Mr. VANIK. I am concerned with the Department of Agriculture 
running its own trade programs.

I want those trade programs run by you under one common um 
brella. I don't want the Secretary of Agriculture running his own 
foreign trade programs completely unrelated to the rest of the trade 
program.

I want it under one umbrella, one policy related to trade, whether 
it is agricultural products, goods or services. I would like to see one 
umbrella.

Mr. FLANIGAN. Mr. Congressman, we agree with you entirely. It was 
our intention in drafting the bill and in the section-by-section analysis 
to make that clear. We certainly agree with you and if there are ways 
in which we can make that desire more clear, we will discuss with the 
committee the days to do it because we agree.

Mr. VANIK. Now, getting back to the question of agricultural prod 
ucts, I am very much concerned about our trading off essential agri 
cultural products needed in our own country.

Secretary Butz says he wants to export everything he can. I am 
afraid he might be exporting beyond our capacity to export we might 
find our own cupboards bare at home.

What provision do we have in this bill that the export of agricultural 
products will be at such a rate that we will not upset the domestic 
market and our own needs ?

What assurance do we have, for example, that we are going to have 
enough wheat, enough bread, enough meat, and the other things that 
are developed on the farm ?

Secretary SIITJLTZ. We have the assurance that we have a sensible 
Congress which will produce reasonable farm policy. These things are 
all connected with each other. Not everything in the world is ac 
complished by the trade bill.

Mr. VANIK. That is one of the problems I have with this bill. I can't 
see a sensible Congress passing this bill and losing the power to do 
something about this very problem.

For example, I feel, and I think we have had a magnificent produc 
tivity on the farm, but I would like to see the American consumer have 
a preference for the products of American agriculture.

I feel that the American consumer and taxpayer has paid, through 
his taxes, for extended research and development. The farmer lias 
done a great job, but we have all been participants because our ta^es 
have created the great agricultural research that made American agri 
culture strong and productive.

I feel that we should have a preference to the extent of our needs. 
I don't mind exporting surplus production after the American people 
are provided for.
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Secretary SHTJLTZ. Do you feel the American farmer should be 
denied access to world markets ?

Mr. VANIK. No, I didn't say that.
Secretary SHTTLTZ. I am astounded at you.
Mr. VANIK. I say our trade policies should be provident for,the 

American people. Any policies we develop here in trade that would 
diminish domestic cupboards, and let Americans go .hungrj^, is pretty 
silly.

Mr. FLANIGAN. I take it, Mr. Congressman, that, since you want to 
treat agriculture arid other articles the same, that the same laws should 
exist with our other goods we export, that we should have the same 
preference, the American consumer should have written into the law 
a special preference on the production of computer, medical facilities, 
and the production of everything in the country.

Mr. VANIK. Let me put it this way: For that part of agricultural 
production that is exported I don't think the American consumer ought 
to pay any subsidies, marketing or shipping.

I think the subsidy program ought to be made applicable and re 
served for our own cupboards. I don't think that all of the extra things 
that we do for agriculture ought to be to the benefit of the export of 
American agricultural products.

I think that to the extent that we produce for our cupboards, sub 
sidy has a justification, but I don't think the taxpayers' money ought 
to be used to create incentives for the exporting of agricultural prod 
ucts which shorten their own supplies.

Mr. FLANIGAN. As you know, we have diminished and certainly on 
most products have removed export subsidies.

Mr. VANIK. Now wait a minute.
On that very point: I understand you have taken off agricultural 

subsidies. Is that permanent?
Is that the law from now on, that there will be no export subsidies 

on agricultural products ?
Mr. FLANIGAN. No, that is not the law.
Mr. VANIK. Why don't we put that in the bill ?
Secretary SHULTZ. It would be a mistake, that is why.
Mr. VANIK. Now, here is what I am afraid of, that today the export 

of agricultural products is a very fine thing for the farmer. It has the 
effect of increasing prices to all of the American consumers when short 
supplies are developed because of trade policies.

Now it seems to me you just can't have it both ways.
You want him to have the benefit of all the benefits of export now 

and tomorrow, after he has had this big bonanza and prices have gone 
sky high, you want to return to an export subsidy policy.

I think that would be folly.
Mr. FLANIGAN. I believe that is not a matter for the trade bill. I 

assume the condition of export subsidies is under consideration in the 
farm bill. With regard to shipping subsidies, that is a matter the Con 
gress has determined is appropriate for our shipping posture, not as 
a means of exporting farm goods. The farm goods would move just as 
readily on other flag bottoms as they do on American bottoms.

It was required that a certain portion go on American bottoms. In 
order to do that there have to be subsidies. The farmers don't care one 
way or another.
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Mr. VANIK. Do you contend that we should completely ignore the 
American consumer and the effect the trade bill will have on them ?

Suppose Japan comes in here tomorrow and buys all our beef? They 
well could. They have enough yen.

What are we going to do ? Eat something else that will not be good 
for our diet?

Mr. FLANIGAN. The trade bill, which is designed to make produc 
tion more competitive and reduce costs, is designed to be help_ful to 
the American consumer. We believe the net effect of this bill for 
expanded trade will be beneficial to the American consumer as it 
has been in the past.

Mr. VANIK. I am for expanding the trade, but I am not for stretch 
ing it to a point where it starves the American people or reduces their 
diet and abnormally inflates their prices.

I think that would be a trade bill damaging to the American people.
I. think we ought to have the kind of trade that stimulates production 

in this country, but does not create shortages and high prices on the 
American scene.

Mr. FLANIGAN. Given the productivity of the American farmer and 
the fact that 60 million acres were taken out of production, looking 
at the record of increased, exports and increased protein in the Ameri 
cans' diet, I find it hard to believe that export of agricultural goods 
has resulted in starving the American consumer.

Mr. VANIK. I have been reading all of the farm journals in the past 
few hours, and they tell me they are not going to produce all of this 
land.

They are being advised to lay low on it and keep the market tight. 
That is what the industry is advising its people.

Now I want to move on to something else.
If we are going to widen the coverage of this bill, if it is going 

to be a comprehensive trade bill, shouldn't this include some clarifying 
language about what you expect to do about oil import ? ,

I simply don't understand the new ticket policy. Why don't we just 
eliminate it? Why don't we make it possible for any American to 
contract to buy oil anywhere in the world where he wants to without 
bothering anybody ?

Why can't some of our communities contract wherever they can and 
get their oil supplies for use or reserve? Why don't we simplify it and 
eliminate all the redtape involved in ticketing? Would that be too 
complex 1

Secretary SHTILTZ. Basically that is what we are doing.
Mr. VANIK. Today can my city contract with some oil-producing 

company anywhere in the world and buy oil ?
Secretary SIIULTZ. I was going to say when you interrupted me 

that we have a transition problem. We have people who have been 
getting these tickets for a number of years, to whom they have had 
some value, and who perform a vital service throughout our country 
and who are critical in delivering oil and gas, among other things, to 
the farmers, so he can plant in these fields.

So we want to phase down the quota ticket gradually and wind up 
phasing it out. feather than doing it just like that and affecting 
adversely the equity of people who have built their existences on the 
future on the existence of a given program.
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Mr. VANIK. What about gasoline, can any of us import gasoline? 
I am wondering if we will have enough to run our automobiles. Can 

any community go out and enter into a contract for the purchase of 
gasoline ?

Secretary SHTJLTZ. There are no quantitative restraints whatever. 
Mr. VANIK. A few days ago I heard you say there were going to 

be six new refineries built in the United States.
Secretary SHTJLTZ. We had heard from companies that had decided 

as of that time, six, to build new refineries in the United States.
Mr. VANIK. I saw a statement by Mr. Eckhart's organization that 

none were being established in the United States.
Secretary SHTJLTZ. I was only reporting the information that was 

given to us from the Treasury, from individual companies, not from 
the organization.

Mr. VANIK. But you have no concrete information that there will be 
new refineries built?

Secretary SHTJLTZ. That doesn't mean that there isn't any. I just 
happened to have heard that when I appeared here and was asked 
about it, I related the information I had at the time. There may be a 
change in the information.
. Mr. VANIK. I hope the Government will be thinking about us and 
thinking about the consumers of America in an effort to encourage 
the development of domestic refineries so we can avoid the problems of 
shortage and rationing.

This—of all years—should have been a year for Americans to see 
America and drive their automobiles around the country, and in 
stead they will probably go abroad because they cannot get enough 
gasoline to run their automobiles.

It is working against our balance of payments.
Secretary SHTJLTZ. Not when they start paying those prices abroad.
Mr. VANIK. Now, what about the military sales ? Do you have any 

way of giving us any idea as to the extent of military sales and the part 
that they play in our trade picture ?

Secretary SHTTLTZ. I can give you the quantitative information on 
the volume of sales and purchases, if you want that.

Mr. VANIK. Yes.
_ Mr. FLANIGAN. Military hardware sales last year were $1,200 mil 

lion. Military expenditures, being mainly costs of maintaining our 
forces abroad, were $4.7 billion.

So we had a net deficit in the military account of $314 billion.
Mr. VANIK. A deficit in the military account?
Mr. FLANIGAN. From a balance-of-payments point of view.
Mr. BURKE. What I am interested in is the military assistance over 

seas, not the sales. Could we get a breakdown of that ?
Mr. VANIK. You mean the gifts ?
Mr. BURKE. Yes, the gifts of military hardware and everything else.
Mr. FLANIGAN. I don't have the figure for the military component 

pf the foreign assistance program. I will get that for you.
[The information follows:]
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U.S. foreign military grants of goods and services 

[Millions of dollars]
1965 ________________________————————— 1, 636
1966 ___ __________________________-____——— 2, 073
1967 _ _ _ _________________________________——— 2,451
1968 _ _ __ — _ — ________________________—- 2, 8691969 ____________________________—_—————————— 2, 856
1970 ____ ______________________________-__——— 2, 586 
3971 ____ _____________________________________ 3,153 
1972 ___________________________________________ 4, 284

Mr. VANIK. My next area of concern was a matter of credits.
I was hoping in this comprehensive trade bill we would deal with 

the matter of credits because this is really the thing that determines 
whether someone can buy our goods.

We are competing on who can buy at the most attractive rate. 
Frankly, I have been disturbed about the policies of the Export-Import 
Bank. I have been very much concerned about what they are doing.

For example, can you tell me what justification there is to sell the 
Japanese airlines a Boeing plane or one of the planes made in the 
United States and have an Export-Import Bank loan at 6 percent when 
an American domestic carrier traveling the same routes has to buy 
that same airplane and pay 10 percent?

What kind of sense is this ?
Secretary SHULTZ. The rationale behind that is that it helps sell 

our airplanes.
So it is oriented to the aircraft manufacturer.
On the other hand, there is an anomaly to the situation, to which you 

point. I agree that is a problem.
But we are trying to encourage our exports.
Mr. VANIK. I understand that, but where, on one hand, you help the 

builder of the airplane, you destroy the carriers.
Secretary SHTJLTZ. You always put thing in extreme. You destroy, or you——
Mr. VANIK. That is the effect. If you keep up that process, you 

destroy the carriers.
Secretary SHULTZ. Everything is on the margin.
Mr. FLANIGAN. The American carriers, by virtue of having substan 

tial depreciation, are able to buy, or lease and then buy, their equip 
ment at a rate that is very competitive, a net cash cost that is very 
competitive with the 6-percent rate that is charged to, for instance, 
Japan Airlines, if that is what the going rate at the Ex-Im is.

So that, from a cash flow basis, it is my understanding that our air 
lines flying then the same route are not disadvantaged. If you look 
at the methods of financing acquisitions of new equipment, you will 
find most are on the lease-purchase basis.

If you look at the underlying cash costs, you will find it is an exceed 
ingly competitive basis of acquisition. President Kearns of the Ex-Im 
Bank is going to be with you on Friday. I think he will be able to 
develop this to a much greater degree than I because Secretary Shultz 
has pressed him on the same anomaly you brought up.

98-006—73—pt. 1———23
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Mr. VANIK. One of the problems is that we shouldn't discriminate 
against American enterprise doing the same thing. That is the effect 
of our actions.

Secretary SHTJLTZ. That is not the effect of it. It is an effect of it. 
There are many effects. That is why it seems to me important to look 
at it overall and get a sense of balance about it.

Mr. VANIK. My point is that Export-Import Bank credits should 
never be made in a manner that discriminates against American enter 
prise.

However that can be achieved, I think would be a desirable goal. 
My point is that the Export-Import Bank has a free hand. They can 
do anything they want. They have $20 billion worth of credit and 
guarantees have spent $4 billion. They could turn the money market 
crazy by putting out $6 billion in credits.

I think it is time that in this trade policy, in this bill we are writing 
right now, that there be some kind of umbrella that provides some 
general guidelines in which Congress could help set the direction of 
the circumstances under which the credit should flow.

It seems to me incredible to extend fabulous advantages and credits 
to nations that are overwhelmed with our dollars.

Now, it is one thing if we did this to a dollar-poor country, but to 
provide these interesting interest rates to countries that are over 
whelmed with our dollar's seems to be an incredibly unwise policy.

Secretary SHULTZ. We are making that point. At the same time 
we want to make the sales. That is the thing that makes it, if not 
incredibly unwise, to use your phrase, credibly wise.

Mr. VANIK. Now, I would like to ask some questions about DISC.
I have requested from your office, a list of the DISC corporations 

available to the public.
I was advised by Mr. Hickman's office or by someone in Treasury, 

I don't have the letter before me, that this is a confidential tax matter.
Now, I think it is highly important for us to know who it is that 

is taking advantage of DISC, whether the incentive is operating the 
way we thought it might, whether it is operating like we thought it 
should, and whether it is meeting the expectations of the Congress.

What can you suggest about that ?
Is there any reason why we should not know who the domestic 

international sales corporations are ?
Where are they incorporated anyway? In the Bahamas or some 

thing?
Secretary SHTJLTZ. We all of us need to have analyzed information 

about what happens under our tax system, not only DISC, but other 
parts of it. So we try to present analysis in a fair amount of detail 
about various parts of the tax system.

On the other hand, the Congress has always felt that the tax return 
as such should be confidential and should not be available for every 
body to scrutinize.

We take great pains to see that a proper procedure is followed in 
having access to tax returns. This is done by particular request for 
particular purposes.

Mr. VANIK. These are just names of corporations.
This is not a matter of accounting or figures.
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This is just a list of who the corporations are. I can't imagine the. 

reason for keeping the names of corporations secret from this commit 
tee, from the Congress, from the American people.

Secretary SHTJLTZ. It is a tax return, Mr. Vanik. Should we publish 
a list of all the taxpayers by name? ;

Mr. VANIK. Well, I don't think there is anything about that thab 
would violate confidentiality. I think it would be a good thing.

We could see who is missing.
I think that would be a shocking thing. And you know it.
Mr. Chairman, I would like to ask if either Mr. Flanigan or Mr. 

Shultz has made an analysis of this bill in accordance with the 
Ramseyer day rules.

Mr. FLANIGAN. No; I have not.
Mr. VANIK. I would like to know how it differs from existing law 

and how it compares with the code.
Mr. FLANIGAN. We have analysis with the authorities Mr. Eberle 

will be giving to you tomorrow. He and Ambassador Pierce and Mr. 
Jackson will be going into the bill in very great detail tomorrow, so I 
think you will be able to get a very clear picture as to how it differs 
from the current code.

Mr. VANIK. Talking on page 14, where we talk about open meetings 
under the Federal Advisory Committee Act, why should this partic 
ular law be exempt from the procedures that apply throughout the 
whole bureaucracy relating to Federal advisory committees?

Why should they be omitted ?
Mr. FLANIGAN. I don't know the answer to that question, Mr. Vanik. 

I will have to get that for you for record.
Mr. VANIK. That would be page 14, section 112.
[The information follows:]

NECESSITY FOR THE EXEMPTION FROM THE FEDERAL ADVISORY COMMITTEE ACT REQUIREMENTS AS PROVIDED BY SECTION 112(b) OF THE TRADE BILL
Section 112(b) of the Trade Reform Act would exempt advisory meetings of selected industry, labor and agricultural groups concerning United States nego tiating objectives and bargaining positions in specific product sectors from cer tain requirements of the Federal Advisory Committee Act. The requirements of the Advisory Committee Act for which the exemption would be given are those which require that advisory committee meetings be open to the public and that interested persons be allowed to attend, appear before, or file statements with any advisory committee. The rationale for such an exemption is clear—open meet ings and public participation in discussions with these advisory committees, which would be concerned with sensitive issues such as proposed U.S. negotiating objectives and positions, would seriously compromise the Government's nego tiating posture vis-a-vis foreign governments.
The Federal Advisory Committee Act itself contains certain exemptions from these public participation and open meeting requirements. Under that Act these requirements do not apply to any advisory committee meeting which is con cerned with matters listed in section 552(b) of title 5, United States Code. Sec tion 552(b) of title 5 lists the exemptions to the Freedom of Information Act. In most cases one or more of these exemptions would form a sufficient basis for" closing the advisory committee meetings to the public. However, the Federal Advisory Committee Act exemption provision requires a written determination by the President or agency head in order to close the meeting. This could be a substantial administrative burden which is totally unnecessary. In addition, a specific statutory exemption eliminates any uncertainty which might arise from differing interpretations of the exemptions available under present law.Finally, it should be noted that the Trade Reform Act provides for full public participation in hearings at several stages in preparing for negotiations. Thus,
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any advisory committees which are formed would in no way detract from the 
input of interested members of the public through the public hearing procedures.

Mr. VANIK. Now under title 2, Mr. Shultz, where we deal with the 
disruption sections, what is the timetable for relief under that section, 
as you visualize it; how long would it take between the filing of the 
company to an adjudication or determination? What timespan would 
be involved ?

Mr. FLANIGAN. You are talking here about import relief ?
Mr. VANIK. I am talking about import relief, title 2 of the bill.
Mr. FLANIGAN. I believe that——
Secretary SHULTZ. Isn't it in the bill ?
Mr. VANIK. The bill provides a certain matter. I want to know how 

long it takes between the time the petition is filed.
Mr. FLANIGAN. In most cases, the Tariff Commission investigation is 

to be completed not later than 3 months after the date the petition is 
filed. The President then has 60 days in which to make a decision.

Mr. VANIK. Under existing law we have comparable sections. What 
is the experience, for example, under the automobile parts agreement ? 
What is the timelag there between complaint to remedy ?

Mr. FLANIGAN. I can't answer that question; I don't know.
Mr. VANIK. Can you tell us, Mr. Secretary ?
Secretary SHULTZ. We will try to get you for the record that in 

formation. I don't happen to have that information in my hand.
[The information follows:]

TARIFF COMMISSION PERFORMANCE UNDER THE AUTOMOTIVE PRODUCTS 
TRADE ACT OP 1965

Under the Automotive Products Trade Act workers could be certified as 
eligible to apply for adjustment assistance if their dislocation or threat of 
dislocation resulted from (1) an appreciable increase in imports from Canada 
of a like or directly competitive Canadian automotive product and (2) an 
appreciable decrease in the production of a like or directly competitive U.S. 
product had occurred; or U.S. exports to Canada of a like or directly com 
petitive product had decreased appreciably and the decrease was greater 
than any decrease in Canadian production. Notwithstanding satisfaction of 
the above criteria the workers could be certified if the operation of the auto 
agreement was determined to be the primary factor causing the dislocation 
or threat thereof. The President was the determining authority under the Act. 
Under E.O. 11254 (October 21, 1965) the President delegated the determination 
authority to the Automotive Adjustment Assistance Board, consisting of the 
Secretary of Labor as Chairman, and the Secretaries of Commerce and Treas 
ury. The Labor Department provided the Board Secretariat and had the 
function of receiving petitions, transmitting them to the Tariff Commission, 
holding public hearings, receiving petitions, transmitting them to the Tariff 
Commission, holding public hearings, receiving reports from the Tariff Com 
mission, and formulating recommendations to the Board.

The Tariff Commission role was limited to fact finding. The petitioning 
process proceeded as follows: Upon receipt of a petition, the Board promptly 
transmitted it to the Tariff Commission and formally requested the Tariff 
Commission to initiate an investigation of the facts; the Tariff Commission 
had 50 days within which to complete its investigation and make its report 
to the Board; if the Commission report was inadequate, the Board could 
request additional information which the Commission had to provide within 
25 days of the Board's request; and the Board had to make a determination 
witbin 15 days of receiving the initial Tariff Commission report unless addi 
tional information was requested; in the latter case the Board had 10 days 
following the receipt of a supplementary report from the Tariff Commission 
to make its finding.

During the .period the APTA program was in effect 21 petitions were 
.acted on by the Board. The Tariff Commission conducted 21 regular investiga-
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tions; 8 supplemental investigations; and responded to one informal Board 
request for additional information. (In over £0 percent of the cases, the Tariff 
Commission failed to provide the Board with adequate factual information 
on which the Board could base its determination.)

The elapsed time between the submission of a petition to the Board and 
the Board's determination ranged from about 2 months and 9 days to 5 
months and 26 days. Seven cases were decided in 2 and one-half months; 
11 between 2 and one-half months and four months; and three after a period 
of more than 4 months.

Initial reports from the Tariff Commission in all but two cases were 
received within three days of the fifty-day limitation. In the two exceptional 
cases one report was received about one week early and the other was 
received 50 days late. The eight supplementary Tariff Commission reports 
were usually received 25 days after the request for additional information 
was made. In one of the cases the supplemental report was received 16 days 
after the request was made.

Mr. VANIK. My reason for asking the question is the time between 
complaint and remedy is a time that is generally so long that people 
seem to get lost in the figures.

Secretary SHTJLTZ. I presume that is the reason for setting some 
specific length of time as Mr. Flanigan read off.

Mr. VANIK. I was wondering also whether you would put into the 
record a list of those cases under the Automobile Agreement Act that 
were granted, those cases of relief that were granted and those that 
were not granted. So that we can measure the effectiveness of this kind 
of language which would endeavor to protect people against imbal 
ances that might result from trade;.

[The information follows:]
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Mr. VANIK. Now, on page 24 of the bill you deal again with orderly 
marketing. On page 24, D-l, my question is: Will the authority set 
forth in that section supersede American antitrust laws ?

You will have to refer to the page in the section.
Secretary SHTTLTZ. No; under section 2, No. D ?
Mr. VANIK. Yes.
Secretary SHULTZ. That would not supersede American antitrust 

law. Any more than the current import relief authority supersedes 
antitrust laws.

Mr. VANIK. There are times when an American industry is adversely 
affected by imports, and as far as its interests are concerned it is more 
anxious to have the trade flow from its own subsidiary. On subsection 
2, line 6, I would like to get your reaction to an amendment which, 
after the word "concern," would say "or its workers."

Sometimes an industry would just as soon close the domestic plant 
and have the commerce flow through its foreign.

Line 6, subparagraph 2.
Secretary SHTJLTZ. This is under section 103, tariff barriers to trade.
Mr. VANIK. You are using a committee print. We are not looking at 

the same document.
Secretary SHULTZ. Could you tell me what the section is?
Mr. VANIK. It deals with the first section of the bill, 203, import 

relief.
I am sorry but you are looking at a different bill than we have here.
Secretary SHTJLTZ. It seems to me if you want to put "workers" in 

there, I don't see anything wrong with that.
Mr. VANIK. Good.
Now, on page 27, there is a statute of limitations imposed on those 

who seek relief for disruption of an American industry. Can we 
eliminate that statute of limitations ? "No investigation shall be made," 
in other words, if there is a relief granted under this section, there 
cannot be another application within 2 years.

Is that the way that operates ?
Mr. FLANIGAN. That is the way that operates.
Mr. VANIK. Why should that be, because the impact might be back 

there the next day? Why should they be barred from coming back?
Secretary SHULTZ. That would vitiate the whole idea. You have here 

5 years or perhaps 7 years, depending upon its application. The idea 
is not to have a permanent protection of that industry under this pro 
vision, but to give people time to either become competitive or to make 
adjustments; in other words, to make some kind of time limit.

Mr. VANIK. Now, some of my colleagues from New Jersey are very 
much concerned about the effect that this new trade bill will have on 
the American selling price. What can we tell them ? That is principally 
the chemical industry in New Jersey. What are we going to say to 
them ?

Mr. FLANIGAN. We can't tell them anything at this point, Mr. Vanik, 
because the effect on the American selling price would depend on the 
kind of a deal that could be negotiated by the President's special trade 
representative that he felt was in the best interest of the United States. 
So we are unable to tell them what that would be.

Mr. VANIK. We can give them no assurances that their present status 
Will be saved, they will be imperiled by the adoption of this legislation ?
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Mr. CONABLE. The American selling price is a nontariff barrier. 
Therefore, it would be subject to all the review.

Mr. FLANIGAN. I am sorry, Congressman Conable. That is one of 
the nontariff barriers for which we have requested advance authority.

Mr. CONABLE. In this bill ?
Mr. FLANIGAN. In this bill, that is correct. Therefore, you could not 

tell your colleagues from New Jersey anything with regard to what 
their status would be.

Mr. VANIK. Nothing cheerful ?
Mr. FLANIGAN. You could tell them there was nothing inherently 

damaging to them in this bill. That anything that would happen 
would be in the best interests of the United States.

Mr. VANIK. Going to page 64, subsection A, line 19, where you deal 
with imposition of temporary import surcharge, now this legislation 
is different than anything we have ever done in the past. In the past 
we have granted such authority to the President, but we put a top 
and bottom on it. We provided a range.

Now, my question is: Do you think that we meet our constitutional 
obligations and our responsibilities for trade if we grant the authority 
without putting some limitation on it ?

Mr. FLANIGAN. This is a balance of payments authority so we can 
impose a surcharge. It is not part of a trade negotiation.

Mr. VANIK. I am talking about the amount of the surcharge.
Secretary SHTJLTZ. There is in a sense an automatic limitation in the 

sense of what is needed to make a contribution to the balance of pay 
ments problem.

Mr. VANIK. My question is this: Could we have a ruling from the 
Attorney General which would advise us whether this kind of language 
would be constitutional? This is the first time I can recall where we 
would be giving the President a power to impose a surtax without 
limitation.

There is no limitation, no top or no bottom, so we are actually as 
signing the power to the President.

We are assigning to the President of the United States a constitu 
tional responsibility of the Congress.

Now, I would like to have a legal opinion, as to whether or not that 
meets a very important constitutional test.

Mr. FLANIGAN. We will get you such an opinion, Mr. Congressman.
[The opinion follows:]

DEPARTMENT OF JUSTICE, 
Washington, D.C., June 13,1913. 

Hon. WILBTJR D. MIIXS, 
Chairman, Committee on Ways and. Means, 
Houseof Representatives, Washington, D.C.

DEAR MR. CHAIRMAN : I am responding to requests made of Mr. Peter Flanigan 
during House Ways and Means Committee Hearings on the proposed Trade 
Reform Act of 1973 (hereinafter referred to as "ERA), H.B. 6767. Opinions were 
requested or (1) whether the delegation to the President of authority contained 
in section 401 of the bill to impose a surcharge without quantitative limits for 
balance of payments reasons is constitutional; and (2) whether the Federal 
Government can, through trade agreements and implementing legislation, affect 
state laws which constitute nontariff barriers to trade. As explained, below, we 
believe that the delegation of authority to the President is constitutional; and 
that trade agreements and implementing legislation can override state laws 
constituting nontariff barriers to trade.
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CONSTITUTIONALITY OF SECTION 401 OF THE TBADE REFORM ACT OF 1973

Section 401 of the TRA provides the President with explicit and more flexible 
authority than under existing legislation to impose one or more special import 
measures in order to deal with certain balance of payments situations. To that 
end the President is authorized to impose a temporary import surcharge without 
quantitative limits as well as quotas on the importation of articles into the United 
States. A review of past judicial decisions dealing with the delegation of author 
ity to impose import restrictions under a variety of specified conditions indicates 
that section 401 falls within the range of constitutional Congressional delega 
tions of authority to the President. This conclusion is supported by the existence 
of other comparable statutory delegations of authority currently in effect, many 
of which have been specifically upheld as constitutional.

Although there appears to be no quantitative limit on the surcharge that 
may be imposed there is in fact a limit Once the surcharge reaches a certain 
level the article on which it is imposed will presumably no longer be imported. 
In effect, the surcharge without a ceiling becomes at its natural limit the power 
to exclude, a power which is contained in other comparable delegation statutes. 

Those statutes include section 252(a) (3) of the Trade Expansion Act, 19 
TJ.S.C. § 1882(a) (3) (1970), which currently authorizes the President to impose 
duties without limit if necessary to retaliate against unjustifiable foreign import 
restrictions on agricultural exports. Also in point is section 338(b) of the 1930 
tariff Act, 19 U.S.C. § 1338(b) (1970), which allows the President to exclude 
articles from importation to meet a problem of persistent discrimination against 
United States commerce by any foreign country. Additionally, Congress has 
granted the President during the existence of a national emergency the authority 
to regulate or block trade or financial transactions with foreign countries under 
section 5(To) of the Trading with the Enemy Act, 50 U.S.C. App. § 5(b) (1970). 
See generally, 42 Op. A.G. No. 35 (1968).

Other guidelines contained in section 401 provide a means by which the exercise 
of the surcharge authority can be judged. They meet the constitutional criteria 
for the delegation of power to the President by Congress.

Three cases mark the development of the standards by which such delegations 
must be judged. They are Field v. ClarJc, 143 U.S. 649 (1892) ; J. W. Hampton, Jr. 
& Company v. United States, 276 U.S. 394 (1928) ; and United States v. Cnrtiss- 
WrioM Export Corporation, 299 U.S. 304 (1936) ; all dealing with the question 
of the power of Congress to delegate broad discretionary powers in the field of 
foreign commerce and foreign relations.

Field v. Clark upheld a duty imposed on imported merchandise under the Tariff 
Act of 1890. Section 3 of the Act authorized the President "whenever, and so 
often as the President shall be satisfied" that duties are imposed on U.S. exports 
as "he may deem to be reciprocally unequal and unreasonable," to suspend by proc 
lamation the duty-free treatment of specified articles imported into the U.S. 
The suspension from the free list was to last "for such time as [the President] 
shall deem just." Id. at 680. This provision was upheld over a challenge, among 
other things, that it was an unconstitutional delegation of legislative powers. 

J. W. Hampton, Jr. & Company v. United States, expanded the concept of Field 
v. Clark by allowing the President to adjust duties pursuant to guidelines and 
within a range set by Congress. Rejecting the contention that this was an uncon 
stitutional delegation of legislative power, the Court stated :

"If Congress shall lay down by legislative act an intelligible principle to 
which the person or body authorized to fix such rates is directed to conform, 
such legislative action is not a forbidden delegation of legislative power. If it 
is thought wise to vary the customs duties according to changing, conditions 
of production at home and abroad, it may authorize the Chief Executive to 
carry out this purpose, with the advisory assistance of a Tariff Commission 
appointed under Congressional authority. This conclusion is amply sustained 
by a case [Field v. Clark] in which there was no advisory commission fur 
nished the President—a case to which this Court gave the fullest considera 
tion nearly forty years ago." 276 U.S. at 409-10.

The third case, United States v. Cnrtiss-Wright Export Corporation, stresses 
the extensive powers of the President in the field of foreign relations. A Joint 
Resolution of Congress delegated to the President the power to declare an em 
bargo on the shipment of arms and munitions to certain countries if he should 
determine that it would contribute to the reestablishment of peace. A violation
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of such an embargo could result in criminal sanctions including fines and im 
prisonment. The Court, in upholding an indictment under this statute, recognized 
the extreme breadth of the authority of Congress to delegate to the President 
discretionary powers which inherently bear upon his conduct of foreign affairs: 

"Practically every volume of the United States Statutes contains one or 
more acts or joint resolutions of Congress authorizing action by the Presi 
dent in respect of subjects affecting foreign relations, which either leave the 
exercise of the power to his unrestricted judgment, or provide a standard 
far more general than that which has always been considered requisite with 
regard to domestic affairs." Id. at 324.

From these cases has evolved a set of principles by which the delegation of 
power to the President in this area may be judged. These principles were suc 
cinctly stated by the Court of Customs and Patent Appeals in a case involving 
section 350(a) of the Tariff Act of 1930, as amended by the Trade Agreements 
Act of 1934. Uphold was the modification of a duty by Presidential proclamation 
in accordance with powers delegated to the President under the Act. After a care 
ful review of the Supreme Court cases in the area, the Customs Appeals Court set 
forth the principles governing such delegations :

•'A constitutional delegation of powers requires that Congress enunciate a 
policy or objective or give reasons for seeking the aid of the President. In 
addition the act must specify when the powers conferred may be utilized by 
establishing a standard or 'intelligible principle' which is sufficient to make 
it clear when action is proper. And because Congress cannot abdicate its leg 
islative function and confer carte blanche authority on the President, it must 
circumscribe that power in some manner. This means that Congress must 
tell the President what he can do by prescribing a standard which confines 
his discretion and which will guarantee that any authorized action he takes 
will tend to promote rather than flout the legislative purpose. It is not neces 
sary that the guides be precise or mathematical formulae to be satisfactory 
in a constitutional sense." Star-Kist Foods, Inc. v. United States, 275 F. 2d 
472,480 (C.C.P.A. 1959).

It is clear that section 401 satisfies the general criteria as summarized in the 
Star-Kist Foods case above. The objective of the Act is to deal with the U.S. 
balance of payments in the presence of a serious balance of payments deficit or a 
persistent surplus, or to cooperate in correcting an international balance of pay 
ments disequilibrium as specifically stated in section 401 (a). Section 401(b) 
sufficiently defines these three economic conditions in such a manner as to pro 
vide an "intelligible principle" for executive action. Finally, these subsections as 
well as subsections (c), (d), (e), and (f) of section 401 serve to limit the 
President's authority with respect to both the circumstances under which action 
can properly be taken as well as with respect to the nature of the actions them 
selves, thus satisfying the third criteria laid down by the Customs Appeals Court. 

Given the past judicial decisions dealing with this issue and the existence of 
analogous delegations of authority under current statutes, it is clear, in our view, 
that section 401 represents a constitutionally valid delegation of authority by the 
Congress to the President.

CONSTITUTIONALITY OF THE FEDERAL GOVERNMENT ENTERING INTO AND IMPLEMENT 
ING TRADE AGREEMENTS AFFECTING STATE LAWS UNDER SECTION 103 OF THE TRADE 
REFORM ACT

The question presented here is whether a trade agreement entered into pur 
suant to the authority of section 103 of the proposed TRA, H.R. 6767, could super 
sede state law. The answer is state law can be superseded by such an agreement, 
validly entered into within the scope of section 103; but whether it would be 
superseded would depend upon the scope and terms of the agreement.

Section 103 of the proposed TRA urges the President to negotiate trade agree 
ments with other countries to "reduce, eliminate or harmonize [nontariff] bar 
riers and other distortions of international trade" in order to provide better ac 
cess for U.S. products to foreign markets.

There are three categories of procedures for the implementation of such agree 
ments. First, there are the existing methods of implementing agreements which 
include the President's existing authority under prior statutes or the Constitu 
tion to implement agreements, the submission of an agreement to the Senate as a 
treaty, or the requesting of implementing legislation from the Congress. Second, 
section 103(c) of the Act provides advance authority to implement agreements
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without further recourse to Congress with respect to a limited list of subjects. 
Third, subsection 103 (d) provides that whenever the President enters into such 
an agreement, and he determines that it is "necessary or appropriate" to seek 
additional Congressional action to implement such an agreement, he is required 
to submit a copy of the agreement and his proposed orders for implementing it to 
both houses of Congress. If neither house of Congress adopts a resolution .dis 
approving the agreement within 90 days after receiving a copy of the agreement 
and proposed orders, the agreement and orders become effective.

Before discussing the question of whether agreements entered into under sec 
tion 103 could override state laws, brief reference should be made to the con 
stitutional limitations on actions by the states in the area of foreign commerce. 
Under Article 1, section 8 of the Constitution the Congress has the authority to 
"regulate Commerce with foreign Nations, and among the several States. . . ." 
To the extent that laws and regulations of the several states interfere with for 
eign commerce by placing more onerous burdens or restrictions on the products 
of foreign countries than they place on their own products, they have been con 
sistently held to be unconstitutional. As early as 1876 the Supreme Court held 
that the commerce clause continues to protect a commodity "even after it has 
entered the State, from any burdens imposed by reason of its foreign origin." 
Welton v. Missouri, 01 U.S. 275, 282 (1876). In Weft&er v. Virginia, 103 U.S. 344, 
351 (1880), the Court held that "Commerce among the States in any commodity 
can only be free when the commodity is exempted from all discriminating regula 
tions and burdens imposed by local authority by reason of its foreign growth or 
manufacture."

The exclusive power of the Federal Government in the area of foreign com 
merce is buttressed by the express provision of the Constitution denying to the 
states authority to lay imposts or duties on imports or exports without the 
consent of the Congress. U.S. Const. Art. I, §10; Brown v. Maryland, 25 U.S. 
(12 Wheat.) 419 (1827).

Although states are given reasonable scope to exercise their police power in 
the interest of public health and safety, discriminatory restrictions against for 
eign products are likely to be found unconstitutional. Thus, irrespective of the 
effect of trade agreements on state laws, state authority to impose restric 
tions on International trade is already circumscribed. The extent to which a 
particular state law or regulation would be construed to be in conflict with the 
constitutional limitations on a state's activities can only be judged after con 
sideration of all the factors in the particular case. In addition, the conflict be 
tween an agreement and state law will not arise in every case. The United States, 
for example, could bind itself internationally without any domestic law effect. 
Or, the United States could bind itself to take certain positive actions with 
respect to the Federal Government while assuming a lesser level of obligation 
with respect to the actions of the various states.

With respect to trade agreements and state law. it is well settled that under the 
"supremacy clause" of Article VI of the Constitution where there is a conflict 
between a state or local law and a treaty, the state or local law must yield. 
Ware v. Hylton, 3 U.S. (3 Dall.) 199 (1796) : Asakura v. Seattle, 265 U.S. 332 
(1924). It is also well established that this same rule applies to valid execu 
tive agreements. As noted by Mr. Justice Sutherland, speaking for the Supreme 
Court:

"Plainly, the external powers of the United States are to be exercised with 
out regard to state laws or policies. The supremacy of a treaty in this respect 
has been recognized from the beginning. . . . [T]he same rule would result in 
the case of all international compacts and agreements from the very fact that 
complete power over international affairs is in the national government and is 
not and cannot be subject to any curtailment or interference on the part of the 
several states." United States v. Belmont, 301 U.S. 324, 331 (1937).

This principle was also clearly enunciated in the case of United States v Pink 
315 U.S. 203. 230-231 (1942), where the Court states that ". . . state law must 
yield when it is inconsistent with, or impairs the policy or provisions of. a 
treaty or of an international compact or agreement." See also Restatement (Sec 
ond) of the Foreign Relations Law of the United States §§140-144 (1965).

Where an agreement under section 103 is implemented by a specific Congres 
sional Act, inconsistent state law would be overruled by the Act itself. An 
agreement negotiated and implemented under section 103(c) or under sections 
103(d) and (e) would be an executive agreement authorized by an act of Con 
gress and accordingly will have the same domestic law effect as the Act of Con-
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gress. Restatement (Second) of Foreign Relations Law of the United States 
§143 (1965).

It is clear, therefore, that agreements negotiated under section 103 can have 
effect as domestic law and that such agreements can override state laws. In 
entering into such agreements, the question of the impact of an international 
agreement on existing state laws and regulations would, of course, require care 
ful consideration. 

Cordially,
MoKEViTT.

Mr. VANIK. On the next page, on 65, you talk about international 
trade or monetary agreements.

Mr. CORMAN. Before you leave that, may I ask a question?
Can the surcharge be product by product, or must it be one country ?
Mr. FLANIGAN. It can be across the board or against one country, 

but it cannot be product by product. There can be exceptions.
Secretary SHULTZ. There can be exceptions for products. We don't 

want to put ourselves in a position where, if we do this, we must 
impose a surcharge on all products.

Mr. VANIK. Then it can be product by product, or groups of prod 
ucts by products in a single country ?

Secretary SHTTLTZ. I think you should look at it from the stand 
point that you might want to exempt.

Mr. VANIK. That somebody might want to exempt.
Secretary SHULTZ. We also have in the bill an anti-inflation provi 

sion which we hope the Congress will pass. You can see that the two 
things might work against each other right in the current situation, 
for example.

Mr. VANIK. What is that anti-inflation section ?
Secretary SHULTZ. It empowers the President to suspend tariffs 

where a product was rising rapidly in price and we had an inflation 
problem.

For example, as we are now net importers of lumber and of beef, 
and we have a tariff on both these things. It does not seem to make any 
sense.

Mr. VANIK. I am glad you brought up the question of beef. Why 
don't we just drop the tariff on beef and the quota permanently ? Would 
there be any objection to that in this bill ?

Secretary SHULTZ. I think some of your colleagues might object.
Mr. VANIK. I am asking you so far as Treasury is concerned.
Secretary SHULTZ. The President has used the procedures that have 

been set up to twice now suspend all quantitative restrictions on the 
import of beef.

Mr. VANIK. That is for a year and a half.
Secretary SHULTZ. Well, under the law enacted by Congress there 

is a procedure that he must go through in order to do this. He has 
done it.

Now, this will be looked at each year as Congress has determined it 
should be done, and we will have to judge it in terms of the criteria 
put forward in the law and at the same time we now have a tariff on 
beef.

We would like, at least temporarily, to have the ability to suspend 
that tariff.

Mr. VANIK. What reason is there for having any tariff or any im 
port limitation on it? The foreign producers of meat who would like 
to export to this country have to make some long-range programs. They 
can't assume they can produce for us and have us close our doors be-



331
cause we might change our dietary habits next year. We may toughen 
the quota next year; foreign producers just don't feel secure enough 
to adjust their breeding stock under present conditions.

Secretary SHULTZ. When they worry about the imposition, or not, 
of quotas, it does pose a problem for them.

Mr. VANIK. Would there be any objections as far as Treasury was 
concerned if this bill was modified to eliminate the import quotas on 
beef and eliminate the tariff ?

Secretary SHULTZ. This is the administration policy, no one depart 
ment's policy. It should be responded to by the administration in terms 
of the farm bill.

Mr. FLANIGAN. In answer to your questions on subject D, it says—
Import restrictions should be of broad and uniform application except where 

the President determines consistently with the purposes of this section that certain 'articles or groups should not be subject to import restriction action 
because of the need of U.S. economy.

It is not a suggestion we would go out and impose a surcharge on 
just automobiles.

Mr. VANIK. If I may, I would like to yield to my colleague.
Mr. BURKE. Mr. Fulton is recognized.
Mr. FULTON. Mr. Secretary, are you in favor with our diplomatic 

recognition of China and with our trading policies with China ?
Secretary SHULTZ. I am in favor of the efforts that have been made 

in the developments to open up our relationships with China, but 
as to all of the details of how the diplomatic relationship should un 
fold, I would yield to the Secretary of State. I would not want to in 
ject myself into that.

Mr. FULTON. I was hoping that the Secretary of State could be with 
us at this time.

In trying to find new areas for our exports, last February of 1972, 
I wrote the President suggesting that he look into the possibility of our 
attempting to open diplomatic and trade relations with Cuba.

In 1962, when our trade, when we ceased to recognize Cuba, we had 
a surplus of approximately $350 million in our trade with that country.

Since that time, based on inflation, the annual rate of inflation, we 
could probably have at this particular point better than a half billion 
dollars of trade surplus with Cuba.

Do you think it is feasible for us to seek trading partners regardless 
of where they are in the world geographically, regardless of the poli 
tical philosophy of the type of government that happens to rule their countries ?

Secretary SHULTZ. No; I don't think that trade should supersede 
everything else.

Mr. FULTON. Do you see any difference in our trading with the Peo 
ples Republic of China and the possible trade with Cuba?

Secretary SHTJLTZ. With respect to each of these countries, there is 
a set of things that must be considered. That is something that the 
President and Secretary of State and others must consider. Just what 
exactly the status of everyone's thinking is on Cuba, I don't know.

Mr. FULTON. Do you consider Cuba a threat to our national security ?
Secretary SHULTZ. There are aspects of the Cuban situation that can 

pose that kind of a threat.
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Mr. FULTON. Do you think that that threat is any more serious than 
that of a nation that has nuclear power ?

Secretary SHULTZ. It is a lot closer. It is not a question of their 
strength. It is a question of the relationship between the strength of 
various countries and the proximity of Cuba. But I don't really think 
this is a very good topic for you to go into with me because I am not 
that well informed about it.

Mr. FULTON. Well, I would hope that at some future time we would 
have the opportunity to go into it with the Secretary of State then.

I think it is a very important topic.
If you would yield just one step further, Mr. Vanik.
What do you foresee as our trade deficit for this year ?
Secretary SI-IULTZ. As I said, I have read so many forecasts about 

what is going to happen to the trade deficit that I am reluctant to put 
a forecast forward.

I do think that we will have a better picture than we have had this 
year and the figures so far suggest that the situation has been im 
proving. We think that the exchange rate changes that have been 
made will lead to future improvement, although there is always an 
initial adverse reaction to that, and just how all this will work itself 
out, I am sure we have projections, and I read staff projections that 
give it to you light down to the five decimal point, but they are usually 
not correct.

Mr. FULTON. The trade negotiations that will begin in September, 
how long do you expect those to continue ?

Secretary SHULTZ. Well, we hope that the negotiations can proceed. 
We had a good pace. A lot will depend on how successful we are here 
with the Trade Reform Act and what kind of a position our negotia 
tors are in.

There has been a suggestion that we might be able to complete this 
round of trade negotiations in a 3-year period. We hope so. We want 
to work toward that. We have a 5 years' limit in the authority in the 
bill.

Mr. FULTON. If it takes you 2 to 3 years to complete trade negotia 
tions, would you have any objection to, before those negotiations be 
come final, that the negotiation be brought back to Congress to let 
Congress have 30 days to 80 days to study and approve or disapprove 
of what our negotiators have agreed to ?

Secretary SHULTZ. Well, I think if that were put in as the procedure, 
we would not have very much in the way of negotiations. As the Secre 
tary of State said, when he was here, and this question was asked of 
him, it would put our representatives in the position of discussers. 
They would be in the position of getting whatever they could from 
the other people and then bringing it to you people, and under those 
circumstances we probably would not get very much. So I think it 
would be a formul a for inaction.

Mr. FULTON. Thank you.
Thank you for yielding, Mr. Vanik.
Mr. VANIK. What effect will this bill have on the dairy industry.
Now, is there a possibility that in dropping the milk and cheese 

quotas, it might have the effect of destroying our dairy herds and using 
them for beef supply ?
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Mr. FLANIGAN. Mr. Congressman, as you know, the negotiations on 
this will be over a very extended period. The phasein time for any 
changes will equally be extended. It is not inconceivable that in an 
agreement to remove the barriers to our export, to our agricultural 
exports, that over an extended period of time we would have to dimin 
ish our own barriers to agricultural imports.

But, given the natural growth of our consumption in these products, 
one would expect that the effect would be on the growth in this area 
rather than on the current productive capacity.

Mr. VANIK. I would like to ask you, Mr. Secretary, what big items 
of trade, what things will we get from the Soviet Union if they are 
granted most-favorable-nation status? What do you anticipate would 
be the great subjects of trade? What would we send that way?

Secretary SHULTZ. Well, the largest potential flow from the Soviet 
Union to the United States has to do with energy products. But there 
are many other potential products that we might look at.

We could get up a list of possibilities, but that all remains to be 
seen in whether or not the products are priced attractively and are of 
such a quality that they will sell here.

Mr. VANIK. One of the things that concerns me is that there are a 
great many American developers who are talking to the Soviets, but 
some of them are talking about developing a system to transport So 
viet gas to other countries to Sweden, to develop resources for the 
European market.

Now, what assurances do we have that this may not, while it might 
reduce energy pressures in the world, might not insure a flow of energy 
resources to this country ?

Secretary SHULTZ. I think to the extent that additional energy re 
sources can be developed, wherever they happen to go, it impacts tho 
world supply and demand situation, which is the controlling situation.

We are in a world market ourselves insofar as energy is concerned.
Mr. VANIK. Your point is that it would reduce the pressure.
Secretary SHULTZ. Yes, sir; that is right.
In some of these cases the discussion has involved consortia that in 

volved people from more than one country outside the Soviet Union. 
Japan is particularly interested, of course.

Mr. VAN-IK. I was hoping, Mr. Secretary, that we eould have an 
administration policy on the meat import question because I would like 
to know just exactly where the administration stands on this issue and 
why we can't move forward to insure a permanent adjustment that 
might have a satisfactory period of time so that foreign nations that 
are willing to produce meat for us might have some assurance that we 
are not going to vanish as customers.

Is it possible that we could have an administration policy on both 
issues, the termination of quota and the termination of tariff ?'

Secretary SHULTZ. Our administrative policy is clear, that is the 
President examines the situation each year under the law and has sus 
pended the quantitative restrictions. Of course, we do have the policy 
of not importing meat from hoof and mouth disease countries.

Mr. VANIK. I understand that.
Secretary SHULTZ. We have a tariff on the import of beef which 

we would like to get removed, at least insofar as the authority of the
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President to remove it for a temporary period as an anti-inflation 
matter.

We urge the Congress to give that authority promptly.
Mr. VANIK. On the question Mrs. Griffiths asked earlier this after 

noon on the GATT tax, I would like to ask whether or not the Treasury 
already has the authority to provide for a rebate of GATT on exports. 
Isn't that already provided under existing tariff law ?

Secretary SHULTZ. You mean as part of the countervailing duty 
action?

Mr. VANIK. Yes. I am reading from section 203 of the law. It saya 
this underscored, "plus the amount of any taxes imposed in the coun 
try of exportation directly upon the exported merchandise or com 
ponents thereof which have been rebated or which have not been 
collected by reason of the exportation of the merchandise to the United 
States."

It is a part of title 3 of the antidumping and unfair trade sections.
Now, isn't that already in the law ? I was not fully satisfied with the 

response that we had to her question on it.
Secretary SHULTZ. I would like to give you a response for the 

record.
It was my understanding that the way this has operated over the 

years and with the GATT understanding we have, that we are in the 
position where the VAT type tax is not considered an item against 
which we countervail.

Mr. VANIK. That is considering or disregarding the provisions that 
I just read to you in the antidumping sections.

Secretary SHULTX. As I said, I would like to give you a response for 
the record. This is something the lawyers work on.

Mr. VANIK. I wanted to point out that on the point we made a few 
moments ago you were talking with Chairman Mills about the energy 
sources outside of the Middle East and how wise it is to develop them.

I see where a company in Houston has announced this plan to build 
an underground pipeline from Finland to Sweden from which they 
expect to transport Soviet gas to Sweden.

That doesn't appear as though it is going to be an energy source 
for the industry. It is a situation in which American enterprise is 
developing an energy source to relieve the pressures throughout the 
rest of the world.

Secretary SHULTZ. I believe the most important energy sources for 
us are right here in the United States. We have limitless supplies of 
coal if we can learn how to use it. We certainly have much more natural 
gas than we now have in official reserves if we will bring ourselves to 
price it right, and so on.

Mr. VANIK. I want to say, Mr. Secretary and Mr. Flanigan, that 
I certainly appreciate the long time that you have stayed to help an 
swer some of these questions. We have tried to study the bill. You have 
a big staff backing you up. We have to limp along with whatever help 
we can find. I want you to know we appreciate your patience to endure 
this late afternoon of questioning.

Mr. CORMAN. You are not telling them goodbye.
Mr. VANIK. I will be happy to wait for the rest of the testimony 

before the committee is finished.
Mr. BURKE. Mr. Corman.
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I would like to point out before you start, Mr. Corman, it is the 
intention of the committee to leave open for every member of the 
committee to submit questions in writing to the Secretary, both Sec 
retaries, and leave the record open at this time.

The hour is getting rather late, and we know you have been having 
a long day.

Secretary SHTJLTZ. I spend every day testifying. It is just a ques 
tion of which committee.

Mr. BTJRKE. I will point that out to Mr. Corman that he will have 
an opportunity to submit questions.

Mr. VANIK. If we can get testimony before 4 o'clock, then we will 
beat the traffic, but after we miss that, we wait until the traffic thins 
out.

Secretary SHTJLTZ. That is not very encouraging.
Mr. CORMAN. I understand from Mr. Simon that there is an answer 

being prepared. Do you have any further comment?
Secretary SHTJLTZ. I got the same report from my sources that you 

got from yours, that there is a comment being prepared and it will come 
to me and I will see it. You will probably see it before I do-.

Mr. CORMAN. Is that the kind of thing it would be proper for you 
to put in the record ?

Secretary SHTJLTZ. Let me think about that a little bit.
Mr. CORMAN. I am sure I don't anticipate——
Secretary SHTJLTZ You can put it in the record if I don't.
Mr. CORMAN. I am not trying to get the information if it is some 

thing you don't feel you can share with the committee.
Secretary SHULTZ. I am not sure whether the correspondence, as 

such, could go in the record but we are willing to put on the record a 
letter to you as to what our thinking is on the subject.

Mr. CORMAN. In negotiating tariff barriers, do you anticipate you 
will be faced with State laws which in the mind or the trading part 
ner constitute trade barriers, nontariff trade barriers? I am thinking 
particularly in the field of health and safety.

Secretary SHTJLTZ. I think Mr. Flanigan brought that out.
Mr. CORMAN. Either of you, do you anticipate any substantial 

amount of negotiating in those fields, State laws that require by Ameri 
can policy and health and safety regulations which are imposed by 
State law but which are considered by our trading partners to the 
nontariff barriers.

Do you anticipate we will be negotiating some of those things 'away ?
Mr. FLANIGAN. Health and safety regulations are not things we 

consider as nontariff barriers in themselves. If we negotiate at all, it 
would be to see if the way these regulations operate in different coun 
tries are consistent, and that they are not just used to inhibit trade. 
With regard to the State laws, there is a constitutional question as to 
whether or not be have the right to negotiate them away.

As you know, we have urged that these be limited, these so-called 
buy-American regulations because we feel we have more to gain in 
this area than do our partners.

The fact that all utilities abroad are in the main owned by the gov 
ernment, the railroads are owned by the government, et cetera, that 
means that a government "buy national" policy abroad is more dam 
aging to our exporters, than the more limited policies we apply here.
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We recognize the concern our trading partners have with State and 
municipal buy-American regulations but we do not have a position 
as to whether or not we could negotiate them away.

Mr. CORMAN. Is it really a very big item ? The reason I inquire is it 
was mentioned to us. It was mentioned to us on our last trip to Europe 
by some of the people. We were fussing about their nontariff bar 
riers and they mentioned they felt we should not have it.

Aside from the policy, I would agree that probably is not in our 
interest. I am trying to figure out as a matter of law and as a matter of 
your planned effort, do we anticipate we could legally negotiate them 
away and. if so, do we anticipate doing it ?

Mr. FLANIGAN. We don't have a certain answer with regard to our 
legal position. With regard to it being very important, we don't have 
a figure but don't think it is. Our problem in negotiation is the fact the 
other side will use it as an excuse for not moving on a nontariff bar 
rier on their side.

Mr. CORMAN. It seems the Common Market people are pretty tough 
and will hang their hat on anything. I would hope we might get an 
opinion from the Attorney General as to whether under the Constitu 
tion we have the authority to bargain that away.

Mr. FLANIGAN. We are pursuing that and an attempt—I am not sure 
whether we will get a hard answer on the extent of these negotiations.

Mr. CORMAN. I would be interested in the Attorney General's reply 
to you on that negotiation.

Mr. FLANIGAN. We will make it available.
Mr. CORMAN. The thing that concerns me, and I think the chairman 

was concerned, is the problem where we make changes. Particularly 
if we propose quotas, it always affects somebody in the American 
business zone. Because if it didn't it probably wouldn't exist. Yet, there 
is no mechanism for the businessman to have his day before somebody 
to try to talk us out of whatever it is we anticipate, doing. For in 
stance, if we impose import quotas to solve a deficit for the country 
it will have a significant impact on a lot of businessmen in this coun 
try, or at least some. Where can he go to make his case against the im 
position of import quotas in something he is selling here ?

Mr. FLANIGAN. I think the chairman was referring to the side of 
that coin.

Mr. CORMAN. That is right.
Mr. FLANIGAN. When we weren't doing something we ought to do to 

help him.
Mr. CORMAN. That is right.
Mr. FLANIGAN. I suggested that was a subject under consideration 

with the Secretary of Commerce, whether we should or should not 
have an Office of Unfair Trade Competition, and that could work both 
ways, or whether we should use the existing omsbudsman office there 
in order that the aggrieved businessman or the businessman who 
thought he would be hurt could take it up in the existing office.

Mr. CONABLE. Will the gentleman yield ?
We have twice heard the term "ombudsman." Is there such an office 

in Commerce ?
Mr. FLANIGAN. Yes.
Mr. CONABLE. Under what authority does he operate?
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Mr. FLANIGAN. Under the authority of the Secretary of Commerce.
Mr. CONABLE. His purpose is simply to make information available 

to people engaged in international commerce, is that it ?
Mr. FLANIGAN. No, to take complaints from people engaged in com 

merce, international or domestic.
Mr. CON ABLE. Do other departments have people charged specifi 

cally •with that kind of obligation and carrying that title?
Mr. FLANIGAN. Not to my knowledge, but there is that office with 

that title in the Department of Commerce.
Mr. CORMAN. My greatest problem with this bill is having seen 

existing quotas on pieces of the American business community, I see 
nothing here short of the wisdom and judgment of the President 
himself that protects them. It is such a big and complex field I would 
like something in addition to that.

For instance, apparently the wire products industry is a very large 
one in this country. Some of the wire products are produced by peo 
ple who do not produce steel so that segments of the wire industry 
has to get their supply from their competitor. They are cut off signif 
icantly from imports.

Now, there may be a great case for steel import quotas. So far as they 
are concerned it is disastrous. What can we do to give that 'business 
man some opportunity to make his case?

Mr. FLANIGAN. In that instance, they made their case, I believe, to 
then Deputy Under Secretary of State for Economic Affairs Samuels, 
and their legitimate concern was to consider that. I have to admit that 
was rather an ad hoc arrangement, although the case was made. Again, 
I think we could very well establish this Office of International Com 
mercial Discrimination Problems and have it reviewed.

Mr. CORMAN. I think we should make it a little more formal before 
getting to the end of the line. I won't have more questions except by 
writing to you. I tell you, there is a growing concern in the business 
community because, as I can best figure this out, about 10 percent of 
our business is affected by either imports or experts directly, and 
many more indirectly. We have a lot of little gasoline distributors in 
my district and they can't buy gas from the majors, or anybody else 
at the moment, because of import quotas.

Mr. FLANIGAN. I was under the impression you were talking of 
actions taken by the President in imposing quotas or tariffs in re 
sponse to unfair competition. With regard to import restraints, the 
President is obliged to take into account the effect of that action.

Even import restraints against the imports coming in here on a 
fair basis, he is obliged to take into account the effect of that action 
on the American consumer.

Mr. CORMAN. First I can't quite detect how a man makes his case. 
Particularly the wire industry was a very big one but there are a 
lot of little, tiny ones that will be affected.

Second, I am not comfortable with unrestrained discretion on the 
part of anybody to make these decisions without some kind of due 
process.

Thank you. I take it we are through.
Mr. FLANIGAN. Yes, sir, we will consider that.
Mr. BURKE. There is something I would like clarified.
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You are talking of the elimination of the American selling price. 
How do you believe that will react on the declining rubber footwear 
industry?

Mr. FLANIGAN. I didn't talk about the elimination of the American 
selling price, I think it was Mr. Vanik. What I suggested is we were 
asking for authority to use that in negotiations, looking toward a 
package we thought would be in the best interest of the United States 
as a whole. If such a package were developed and if it included a 
modification of the American selling price, then presumably it would 
have some effect on the tariff level of imports not only of chemicals 
but also the rubber footwear industry. I have not seen or asked for a 
study to be made as to what effect, because I have no idea what negoti 
ations would produce.

Mr. COKMAN. Mr. Chairman, I have another question. This concerns 
going to zero tariff with Canada on items of which 75 percent are 
produced by that trading partner, or vice versa. I wonder if you are 
familiar with that proposal, Mr. Flanigan, or do you have a view 
about it? Is it to reduce to zero tariffs on items produced in this 
country and sold in Canada, or produced in Canada and sold here. I 
wonder if that has come to your attention. It has been proposed for a 
long, long time.

Mr. FLANIGAN. I regret to say——
Mr. CON ABLE. That is primarily airf rames ?
Mr. CORMAN. It started out for that one segment of the industry 

but there was thinking some 4 years ago that rather than having 
special purpose authorization, we would remove all barriers. It would 
be a long range of items.

The protection would be you are buying most from the other coun 
try, at least 75 percent. I will pose the question. I thought you might 
have it in mind.

Mr. BTJRKE. I think the hour has arrived, late enough to adjourn. 
Before we adjourn, I want to inform you, Mr. Secretary, and you, Mr. 
Flanigan, and wish you would inform the Secretary of State, that 
some of the members of the committee were inadvertently taken from 
the committee today and did not have an opportunity to ask ques 
tions, so there will be questions submitted to all of you through our 
chief counsel. The name of the member will be identified, and you, 
more than likely, will be receiving those before Monday of next week 
if the Postal Department continues its present service.

[The following was received for the record:]
COMMITTEE ON WATS AND MEANS,

HOUSE OF REPRESENTATIVES, 
Washington, D.G., May 15, 1973. 

Hon. GEORGE P. SHTJLTZ, 
Secretary, Department of the Treasury, 
Washington, D.C.

DEAR MR. SECRETARY: As you will recall, the hearing record for May 9 was 
left open in order that members of the Committee might submit questions to be 
responded to by the Executive Branch for the record.

Attached are two questions submitted by the Honorable James A. Burke. 
It will be appreciated if a response to these questions may be prepared and 
transmitted to the Committee for the hearing record. 

Sincerely yours,
JOHN M. MARTIN, Jr.,

Chief Counsel.
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Questions submitted to Secretary of the Treasury Shultz by the Honorable 

James A. Burke for the record:
(1) It has been indicated that an agreement providing for the elimination of ASP valuation on imports of 'benzenoid chemicals and rubber footwear would be approved in advance by enactment of the nontariff barrier authority provided in Section 103(c) of the bill. What would toe the economic effects of the elimina tion of ASP valuation on the benzenoid chem'icals and rubber footwear indus tries, their workers and the communities in which they are located?
(2) Could you please provide, in detail, the annual revenue loss which has resulted from tariff reductions made under the trade agreements programs for the years 1968-72? Further, please provide the estimated effect on revenues from the tariff reductions anticipated under the proposed Trade Keform Act

DEPARTMENT OF THIS TBEASTJRT,
Washington, D.C., June 8,191S.

Memorandum to: William L. Gifford, Assistant to the Secretary. From: J. Hugh McFadden, Deputy Director, Office of Trade Policy. 
Subject: Questions from Congressman Burke.

As the attached letter from the staff of the House Ways and Means Committee indicates, Congressman James A. Burke addressed two questions to the Secretary for the hearing record on the subjects of the American Selling Price System and Changes in tariff revenues resulting from trade negotiations. Question 1 on ASP requires an updating of the rather substantial submission made in connection with the 1970 Trade Bill. STE is preparing the required update which should be ready next week. An answer to the question of tariff revenues is attached. We will submit the answer to the ASP question to you as soon as it is ready.

THEASUET RESPONSE TO QUESTIONS SUBMITTED BY CONGRESSMAN BTJRKE

(2) Our experience with duty reductions negotiated in the Kennedy Round and previous rounds of trade negotiations indicates that increased revenues from the stimulation of world trade will far outweigh any reductions in tariff revenues from lower duty rates so that net revenues will increase rather than decrease. Illustrative of this phenomenon is the period 1968-1972 when revenues collected on imports increased each year. The following table 1 shows the cal culated duties, in millions of dollars, collected during this period.
1968____.______________ 2, 341.1 
1969_________________ 2, 551. 2
1970-__________________ 2, 584.1

1971_________________ 2, 786. 0 
1972_________________ 3,123. 7

The Treasury Department has not prepared an estimated effect on revenues due to anticipated negotiated duty reductions. Any attempt to do so would depend upon a wide range of assumptions as to the kind of agreements we are likely to reach, and would therefore be of very limited value.

JUNE 15, 1973.Memorandum to: William L. Gifford, Assistant to the Secretary. 
From : J. Hugh McFadden, Deputy Director, Office of Trade Policy. Subject: Answers to Congressman Burke's qviestion on ASP.

Attached is the response to the second of two questions submitted by Congress 
man Burke to the Secretary after the recent Ways and Means Committee hear ings on the Trade Eeform Act. This responds to the Congressman's question on the economic impact of the removal of the ASP system of customs valuation.

(1) Section 103(c) of the Trade Reform Act of 1973 would provide advance authority to the President to implement a nontariff barrier agreement providing for the elimination of the ASP system of customs valuation.
It is the considered judgment of the Administration that the simple act of converting ASP valuation to the more usual valuation system (usually export value) will not adrersely affect the benzenoid chemical and rubber footwear industries, their workers, and the communities in which they are located.
In 1970, the Administration presented economic data and other evidence to show that benzenoid chemicals composed an efficient and highly competitive chemical industry segment which was sharing the success in international com-

1 Source : U.S. Bureail of the Census, F.T. 990, Table 1-4. Various Issues.
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petition enjoyed by the overall U.S. chemical industry of which it is an inseperable 
part. At that time, the Ways and Means Committee had before it an ad referendum 
agreement which would not only eliminate ASP but would have also made sub 
stantial reductions in the converted tariff rates on beuzenoid chemicals in ex 
change for reciprocal concessions from other principal trading partners. None 
theless, the House, at that time, decided in favor of ASP repeal under conditions 
of both conversion of ASP rates and extensive reduction of those rates. An 
analysis of the international trade data on benzenoids since 1970 confirms the 
competitive health of the producers and the more glowing successes which can 
be anticipated as a result of the monetary changes over the recent past. Attached 
is a more detailed presentation of the facts upon which the Administration case 
is based.

It is not the intention of the Administration to negotiate reductions in any 
converted rate computed for rubber soled footwear. Obviously so long as the 
computed rate maintains the protective incidence of the existing ASP rate, there 
will be no adverse effect on the producers of such footwear, their workers and 
the communities where they are located.

PROFILE OF THE CHEMICAL INDUSTRY

The chemical industry is beyond any doubt one of our largest and strongest 
industries with an impressive record of -growth, efficiency, profitability, and 
international competitiveness. Its output has consistently grown faster than 
that of any other major domestic industry. The available forecasts, moreover, 
all indicate continued, dynamic growth. The Federal Reserve Board Index of 
industrial production, for example, for the chemical and allied products was 139 
for 1972 (1967=100) whereas the index for all manufacturing industries was 113. 
The average annual growth rate of the chemical industry averaged S.5 during 
the last decade, a pace consistently faster than the comparable rate for all manu 
facturing industries. The growth in output of the chemicals and allied products 
industry, has been, on the average, nearly double that of all manufacturing 
industries.

This spectacular growth rate reflects the ever-expanding role of chemicals 
and chemical products in our economy—a trend that provides every indication 
of extending into the future. The latest Department of Commerce projections to 
1980, shows chemical industry shipments reaching $90 billion, for average gain 
during the 1972-1980 period of nearly 6% per year.

The optimism of the industry is further reflected in its expenditures for new 
plant and equipment. The latest survey of investment plans of chemical manu 
facturers shows a 20% rise in plant and equipment spending scheduled for 1973. 
Xearly half of all manufacturers of chemicals stated in this same survey that 
more capacity was needed to handle present and future demand.

Profits after taxes averaged 6.3% of sales in the chemical industry in 1972, 
according to Securities and Exchange Commission. The profits per dollar of 
sales in all manufacturing corporations averaged only 4.3% during the same 
period. Profits per dollar of stockholders' equity in 1972 showed the same picture. 
Profits in the chemical industry averaged 12.8% of equity as compared to 10.6% 
for all manufacturing corporations.

ITS INTERNATIONAL COMPETITIVENESS

The competitive strength of the U.S. chemical industry is nowhere better 
demonstrated than by its large and persistent surplus in world trade. United 
States exports of chemicals and allied products have increased steadily from 
$1.9 billion in 1962 to $4.1 billion in 1972 an increase of 120 percent or an annual 
average increase of 8.2 percent. During the same period imports increased from 
§760 million to $2015 million an average increase of over 10% per year. In spite 
of this growth in imports, our trade surplus has nearly doubled since 1962.

Trade data alone cannot tell the whole story. Some 40 to 50 percent of the 
total value of U.S. imports are duty free predominantly raw materials or non- 
competitive products. When our chemical exports are compared only with dutiable 
chemical imports, a.s they might be for a better measure of our competitive 
strength, we find that, they have been five to six times greater than competitive 
imports. This export advantage is even greater if the very substantial flow of 
products from Canadian subsidiaries of American firms who have rationalized 
their production on a North American basis is discounted.
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Another important dimension of our competitive posture is that our trade in 
chemicals and allied products produces a surplus with every major region of the 
world. Moreover, these separate surpluses have been substantial, even in those 
European areas such as the EEC which have well developed chemical industries 
of their own. A few figures will serve to illustrate the magnitudes involved:

U.S. BALANCE OF TRADE IN CHEMICALS, SELECTED AREAS, 1962 AND 1972 

[In millions of dollars]

Balance of trade

Area 1962 1972 Change

EEC ...... ....... ......
EFTI^... ................................

World . ..... . .. .... . ......

$280
105-11
106

1,117

$338
206
254
63

2,119

$+58
+ 101
+265
-43

+1, 002

It is also significant that this substantial growth in U.S. exports occurred over 
the same period as did a tremendous expansion in U.S. direct foreign investment. 
Annual plant and equipment expenditures abroad by the U.S. chemical industry 
increased from $308 million in 1932 to $1.4 billion in 1972.

This expansion in foreign investment has inevitably generated a very substan 
tial growth in the sales of chemicals and allied products by U.S.-owned overseas 
enterprises. Overseas affiliates in the chemical industry had sales of over $10 
billion, yet U.S. exports have continued to rise—and grow at an above average 
rate.

The chemical industry's record of superior performance, both domestically and 
in world markets, is due in no small part to its long-established emphasis upon 
the development and introduction of new products supported by sustained spend 
ing for R&D. According to a recent McGraw Hill Report the chemical industry 
will spend $2 billion on research and development in 1973 which is anticipated 
to produce near $11 billion in sales of new products by 1976.

The results of these research expenditures have been a continuous flow of new 
products and processes which have kept the industry in the vanguard of the 
nation's and, indeed, in the free world's technological progress. These new prod 
ucts have been introduced and these new processes have been implemented 
through steady expansion of new capital expenditures. Capital expenditures by 
the chemical industry increased from $1.6 billion in 1982 to a projected $4.2 billion 
in 1973.

LABOR FORCE

Notwithstanding its outstanding record of productivity growth, employment 
in the chemical industry has increased more rapidly than that in all manufactur 
ing industries. Total employment in the chemical industry increased from 848 
thousand persons in 1962 to 1002 thousands in 1972. an average increase of 
1.7% per year, compared to a growth of 1.2% per year for all manufacturing. 
The Department of Labor projects a work force of 1.2 million in the chemical 
industry by 19SO. Much attention has been given to the high wage i-ates earned 
by most workers in the chemical industry. It should be pointed out that labor cost 
constitutes a relatively small proportion of total costs. Persistently employee 
compensation has made up less than half of the value added by the chemical 
industry. Secondly, the value added per wage dollar in the chemical industry has 
been steadily increasing. In light of facts such as these, it is certainly not, self- 
evident that higher U.S. wage levels by themselves either do or could have an 
adverse effect on its competitive position.

What are the implications of the overall performance and potential of the 
entire chemical industry for a small segment known as the benzenoid sector? 
Tlie benzenoid industry, as such, is not a separate economic entity. The benzenoid 
industry is, in fact, a group of chemicals and chemical products of benzenoid 
origin that are scattered through existing categories of data on the chemical 
industry. They are intermingled, statistically, with other chemicals just as they 
are intermingled in the production and sales of the companies, and as they are in 
"cost accounting and financial reporting. With relatively few exceptions, the
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record of benzenoid performance is intermingled with the performance and po 
tentials of thousands of other chemical products, both known and yet to be 
developed.

More important, much of the industry today is highly integrated and diversi 
fied. The same large chemical complexes which are the leaders of the overall 
chemical industry dominate, in at least equal degree, the benzenoid sector of the 
industry. The latest Census of Manufacturing shows that over three fifths of all 
benzenoids were shipped by the 8 largest companies.

THE BENZENOID SEGMENT

A beuzonoid chemical is about as difficult for the layman to identify as in the 
scope of the benzenoid chemical industry for the analyst.

The ASP valuation system does not cover all benzenoid chemicals and prod 
ucts. Benzenoid crudes are entered free of duty. Benzenoid elastomers, or syn 
thetic rubbers, which account for approximately 10-15 percent of the value of 
sales of all benzenoid chemicals, are also not subject to ASP valuation. Finally, 
most benzenoid chemicals produced from natural animal or vegetable products 
are not subject to ASP provisions. On the other hand, chemicals which are not 
benzenoid in structure but which at an earlier stage of manufacture were derived 
in whole or in part from a benzeuoid product are subject to ASP.

When the Administration began its study of the benzenoid segment of the 
chemical industry we had available essentially two sources of information out 
side of the Executive agencies. The Tariff Commission annually publishes two re 
ports, one on production and sales, based on data which it obtains from individual 
companies, and one on imports of benzenoids, which it compiles from Customs 
invoices. These are reasonable comprehensive documents, but necessarily do not 
disclose all details. Production and sales, for example, of products made by 
fewer than three producers are not reported separately.

We also have available the public record made by the benzenoid industry over 
the many years it has argued in support of the retention of ASP and in op 
position to any reduction of tariff rates on benzenoids. It was a record that, 
briefly, asserted that benzenoids were unique products, normally made by so- 
called batch processes, involving highly labor-intensive methods. Its total pro 
duction costs were, therefore, dominated by labor costs. Since wage rates and 
hourly wage costs are higher in the United States, its total costs were higher and 
it could not compete with foreign-made products. Therefore, it argued that it 
continued to be as much in need of ASP-type protection as it was in 1922.

The position of the benzenoid industry also indicated that it was, allegedly, 
an industry primarily of small firms with very low, if any, profit margins and 
quite unable to compete with larger, foreign companies. It was also asserted that 
ASP was scarcely enough protection for such an industry, as demonstrated by 
the fact that total benzenoid imports were rapidly growing.

On the other hand, we could not find any comprehensive data provided by 
this industry for all benzenoid activities in support of most of these assertions. 
There was no precise knowledge, for example, even of the total sales of this 
industry with which to compare its import figures. There was little more than 
fragmentary, unsubstantiated figures on profits on sales and none on profits on 
investment or equity. There was no concrete evidence of either growth or re 
tardation, nor of exports, nor of its labor costs in relation to its total costs of 
production. A reading of the record, moreover, would have led to the belief 
that the principal product of this industry was dyestuffs and that the tech 
nology of dycstuff manufacture was crucial to the development of a vast range of 
products—in the past from penicillin to nylon—and equally portentous for the 
future of the chemical industry.

It was extremely difficult to examine the validity of these contentions and 
to fill in some of the very serious gaps. As earlier noted, the benzenoid classifi 
cation is unknown in the usual existing sources of business and economic 
statistics. Production and sales had to be pinpointed more precisely, employ 
ment and profits were total unknowns and had to be ascertained—and there 
are still some uncertainties about them both. To try to fill these many gaps, 
we held many consultations with the industry, we asked many questions, and 
we assembled much general information on those aspects where firms were 
willing to cooperate in our inquiries.



340c

FINDINGS AS TO BENZENOIDS

This much has been ascertained. The sales of benzenoid chemicals subject to 
ASP in 1966 amounted to approximately $3.6 billion, 8.8 percent of total sales 
of all chemicals. In 1970, the latest year for which data is available, benzenoid 
sales amounted to roughly $4.6 billion, 8.0% of all chemical shipments. Between 
1962 and 1970, shipments of benzenoid products increased 84%, substantially 
faster than the 68% growth for all chemical shipments during the same period.

Export statistics do not show benzenoids separately, but the closest possible 
product-by-product examination leads to the very likely probability that ben 
zenoid exports have grown even more rapidly than have benzenoid domestic 
shipments, and probably accounted for 22 percent of more of the industry's 
sales in 1970.

In the area of benzenoid intermediates, for example, where relatively good, 
accurate and identifiable data are more generally available, exports increased 
approximately 165 percent from 1962 to 1970. These exports accounted for 
between 15 percent and 17 percent of producers' total sales of intermediates in 
each of the last six years, 1965 to 1970. Exports of intermediates more than 
doubled from approximately $90 million in 1962 to roughly $238 million in 1970.

Imports of benzenoids have also increased over the same period, but from 
a much lower base. Despite this trend, they remain very small relative to sales. 
In 1970 imports of intermediates amounted to $47 million approximately one 
third of which were classified as noncompetitive by the Bureau of Customs. 
The remaining $33 million in competitive imports were equivalent to approx 
imately 3.0 percent of U.S. consumption of comparable products. This market 
share is far below the national average for all manufactured products.

Like any broad industry group or category the benzenoid industry is not 
homogeneous. A wide range of products are made and by firms of many sizes 
and situations. The benzenoid sector can be generally subdivided into 10 major 
products groups: (including azoles), pigments, medicinal chemicals, flavor and 
perfume materials, plastics and resins, plasticizers, and miscellaneous 
chemicals.

Approximately 25 percent of total sales consists of plastic and resin materials, 
an area where the United States has long been a major innovator, a dominant 
producer, and a very large exporter to virtually every corner of the globe. Another 
20 percent of total benzenoid sales is in the area of plasticizers, surface-active 
agents, and pesticides and agricultural chemicals. The United States is also a 
dominant producer in each of these product areas. Again, there have been few 
suggestions that foreign competition is or will be a serious factor in these areas. 
Neither has foreign competition been much of an issue with respect to flavor 
and perfume materials, which comprise about one percent of total benzenoid 
sales. Finally, there appears to be little question over the miscellaneous 
benzenoid chemical area.

The areas of contention, that is, the areas where the domestic industry has 
primarily asserted that there is a likelihood of injury from conversion of the 
ASP system and from reductions of tariffs, are the intermediates, dyes, azoics, 
pigments and medicinals.

THE MAJOR BENZENOID AREA

None of these product areas is identified as a separate and distinct industry 
group in any statistics other than those compiled by the Tariff Commission. The 
closest available Census data are those establishments producing cyclic inter 
mediates and crudes.

This industry classification, admittedly, does not include all products subject 
to ASP. In particular, it excludes medicinals. It does include, however, virtually 
all of the other products where the threat of foreign competition has been 
raised. Put another way, virtually all of the products it includes are ASP 
items, and most the allegedly sensitive ones at that.

The picture of performance revealed by this body of data is consistent and 
clear. Every available economic indicator in it points to an above average 
performance. The value of shipments by the intermediate coal-tar products 
group increased from $1.0 billion in 1962 to $2.2 billion in 1972, an average in-
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crease of 7.9% per year. Value added per production worker man hour increased 
7.7% per year over this ten year period. This is substantially above the 6.2% 
rate for all chemical manufacturers.

A further insight afforded by these Census data is a rare, concrete estimate 
of the rate of labor costs in the benzenoid product area. As earlier noted, a 
major argument long made for retention of ASP is the assertion that it is 
a highly labor-intensive industry, though no concrete evidence has been avail 
able in support of this proposition.

According to Census data, employee costs in this industry amounted to 15.6% 
of total costs in 1967. This is substantially less than the comparable ratio for 
all manufacturing industries—22.0 percent. In short, labor costs appear to 
be relatively less important than average.

OTHER BENZENOID AREAS

As noted earlier, sales of benzenoid plastics and resin materials, which amounted 
to over $1 billion in 1970, accounted for approximately 25 percent of the total 
sales of benzenoid chemicals and products in 1970. This area, too, has registered 
an impressive economic performance. Shipments of all types of plastics projected 
to reach $5.3 billion by 1980, a rise of nearly $2 billion from the 1972 level. 
Between 1967 and 1972 employment increased by 2300, while the value added 
per production worker man hour rose an averoge of 6% per year.

No Census category, it should be made clear, deals directly and only with the 
products covered by ASP. The results they reveal might well be somewhat 
different if ASP products could be isolated. However, they are the closest it 
is possible to come to a comprehensive view of this elusive industry. We have 
been unable to develop a more precise set of data and no tailor-made substitutes 
covering only ASP have been provided by the industry.

A detailed discussion of the comparable record in each of the other Census 
classifications—pesticides, medicinals and pharmaceuticals, and surface-active 
agents—which also produce products of benzenoid origin would provide much 
the same results as these illustrations. Each has experienced rapidly expanding 
sales, substantial productivity gains in excess of wage increases, and rising 
employment.

Only a few more comments on the major benzenoid product areas are appro 
priate, by relying heavily upon the production and sales data published in the 
annual reports of the Tariff Commission. These product categories, again, do not 
correspond precisely with those of the ASP provisions in our Tariff Schedules. 
Furthermore, many very important benzenoid chemicals are produced by only 
one or two producers. Data on the production and sales of such chemicals are, 
therefore, not separately published under the rules of confidentiality. Neverthe 
less, these data also come reasonably close to the fxill coverage of the benzenoid 
products subject to ASP and warrant our examination.

There, again, can be no question about the fundamental trends that these data 
reveal. For the industry as a whole we see an exceptional rate of growth. The 
average annual growth rate averaged 7.9% between 1962 and 1970. Moreover, 
with respect to the assertedly sensitive product areas, intermediates, dyes, and 
pigments, the average annual growth rates each exceeded 7 percent. In the case 
of benzenoid medicinals, it was almost 5%. This low percentage for medicinals 
is lars'e'y due to the exclusion in Tariff Commission data of finished medicinals 
after 1965.

BEXZENOID IMPORTS

What happened to imports since 1962? Here, again, there are two sources of 
data, the results of which usually vary to some degree. As between the annual 
reports of the Tariff Commission and the Bureau of Census import statistics, the 
Commission's data appear more to the point. It is the only source which sub 
divided benzpnoid imports into those which compete and those which do not com 
pete with American products. The Tariff Commission reports, moreover, are 
prepared on the basis of a detailed invoice analysis by a staff of experts thor 
oughly versed in the ASP nomenclature and its interpretation. In any case, re 
gardless of the source used, the trends are clear.

Imports of intermediates, which account for less than half of total benzenoid 
imports in 1971, were only a fraction of U.S. consumption. Intermediate imports 
accounted for less than 1.0% of quantity and less than 4% of value, of apparent 
U.S. consumption in 1970 in spite of recent levels of imports. The volume of



340e

imports' of benzenoid intermediates were less than 10% of the volume of exports 
in 1070 and again in 1971.

However, even these figures -substantially overstate this competitive impact. 
Approximately one-third of the value of intermediates imported were classified 
by Customs as noncompetitive with "U.S. production. Another significant portion 
of imports of intermediates comes from Canadian subsidiaries or affiliates of U.S. 
firms. The latest Department of Commerce survey of the subject reported that 
nearly 45% of the total U.S. imports of all chemicals and allied products were 
from foreign afBliates of U.S. firms in Canada. There is little reason to doubt 
that at least a similar proportion of the imports of benzenoid chemicals from 
Canada were from foreign affiliates of U.S. firms. The applicable evidence also 
suggests that still other imports of intermediates supplemented U.S. production 
where domestic shortage existed. In an industry that has grown as rapidly as 
the benzenoid industry, shortages are not an infrequent occurrence.

Data for the finished benzenoid products—as opposed to intermediates—reveal 
much the same record. Imports of finished products were $120 million in 1971 
or 61 percent of all benzenoid imports. Of this total, $75 million was classified 
by Customs as noncompetitive with U.S. production.

The remaining $45 million of competitive imports was equivalent to approxi 
mately 1 percent of the U.S. sales of comparable products. $8 million of these 
products were in plastics and resins materials, plasticizers, surface-active agents 
and pesticides, areas where there has been no suggestion of a competitive prob 
lem. Another $6 million consisted of flavor and perfume materials—still another 
area where import competition has not been a significant issue. Medicinals and 
pharmaceuticals accounted for $10 million.

The remaining grovip of finished benzenoid products are dyes. Even in this 
area, however, competitive imports of $19 million comprised less than 4 percent 
of apparent U.S. consumption.

Turning now to an area that has been virtually ignored in most previous dis 
cussions of the benzenoid product group and the ASP issue—its exports. Sellable 
data on U.S. exports of benzenoid chemicals are particularly difficult to obtain 
since the term is nowhere used in our export statistics. However, it is possible 
to tabulate exports of known, individual benzenoids. In addition, it is possible to 
make reasonable estimates of the value of other benzenoids which fall into 
broader export classifications. The best available estimates would indicate that 
U.S. exports of benzenoid chemicals and products are not negligible, exceeding 
$1 billion in 1971. An amount in this neighborhood is more than 7 times the total 
value of all benzenoid imports. In short, this appears to be one of our more im 
portant export industries.

Beuzenoid export data are most clearly identifiable in the area of benzenoid 
intermediates. In this area we find that the combined exports of product classes 
consisting almost exclusively of benzenoids increased from $90 million in 1962 to 
nearly $200 million in 1971. If we include the estimated exports of those benzenoid 
intermediates intermingled with non-beuzenoids in our export statistics, total 
benzenoid exports would surely have exceeded $200 million in 1971.

Turning to finished benzenoid products, in contrast to intermediates, we again 
find a substantial export surplus in virtually every product category. Exports of 
dyes exceeded imports in every year through 1967. Since 1968 exports have been 
slightly less thau imports. Recent devaluations have increased the competitiveness 
of U.S. produced dyes and should result in a significant change in dye export 
trends. Exports of pigments have also consistently exceeded our imports. In 1971 
pigment exports were $16 million, nearly twice the total pigment imports of $9 
million, and more than 7 times greater than competitive pigment imports of 
$2 million.

Export data for medicinals and pharmaceuticals are more elusive. We do 
Know, however, that our total exports of medicinals and pharmaceuticals were 
$528 million in 1971 arid our best estimate is that some $200 million of this total 
probably consisted of products of benzenoid origin. Nearly 10 times greater than 
total imports of benzenoid medicinals and nearly 20 times greater than com 
petitive imports.

A detailed product-by-product review of the other major benzenoid areas in 
1971 would reveal much the same story. Exports of benzenoid pesticides were 
in the range of $100 to $150 million. Moreover, exports of plasticizers were 
approximately $14 million, and exports of plastics materials were in the $150-$200 
million range.
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The data despite their limitations leave no question that we have an export 
surplus in benzenoid. The only issue do not clearly resolve is whether exports 
exceed imports by a ratio of 4 to 1, 5 to 1, or 10 to 1.

The fact that benzenoids as such occur only in U.S. tariff terminology also 
presented a very serious obstacle to our investigation of its labor force—a major 
phase of our inquiry into the probable economic effects of eliminating the ASP 
system. When our study began, the available data concerning the numbers of 
employees whose livelihood was related to benzenoids, their skills, locations, 
alternative employment prospects, or other essential information were confined 
almost entirely to Census data covering broader classifications than benzenoids 
alone. Earlier presented data show that even in the most labor-intensive parts 
of the overall chemical industry it seems clear that labor intensity is still con 
siderably below that of most industries in the United States. Furthermore, in 
dications are that wages in the industry are higher in the benzenoid sector than 
in chemicals generally and among the highest in U.S. industry groups.

[The following was received for the record:]
DEPARTMENT OF THE TEEASUEY STATEMENT ON FOREIGN TAX HAVEN 

MANUFACTURING COBPOBATIONS

The Treasury Department "Proposals for Tax Change" presented to the Ways 
and Means Committee on April 30, 1973, contained proposals with respect to 
"foreign tax haven manufacturing corporations." The proposals were stated in 
broad terms and numerous inquiries have been received concerning the appli 
cation of those proposals to particular situations. This further statement is in 
tended to respond more particularly to those inquiries.

Taxpayer testimony before the Ways and Means Committee expressed par 
ticular concern over the Treasury's proposal that the statutory definition of a 
"tax holiday" be stated in broad standards, leaving substantial discretion to 
the Treasury Department. This statement outlines Treasury views as to how 
those and other standards might be expressed in the drafting of a statute. Where 
particular, numerical tests are employed, they are tests which appear reasonable 
on the basis of facts presently known to the Treasury staff. The Treasury De 
partment .remains open to suggestions for tests which might better achieve the 
objective of the proposals and would support appropriate changes of this nature 
in the legislative deliberations.

The objective of the Treasury's proposals is to deal with those situations in 
which foreign tax systems provide tax inducements which are so major that 
they cause American capital which would otherwise be invested in the United 
States to be invested abroad-—thus exporting jobs and prosperity. Most foreign 
investment does not fall in this category,' but is made in response to cost and 
market factors unrelated to taxes. It is the Treasury purpose to so fashion the 
proposals that they would not apply to investment decisions made on the basis 
of non-tax costs and market factors. Thus, the legislation would affect only a 
minority of situations and would operate primarily as a deterrent and not as a 
revenue producing measure. Specific features of the proposal should be evalu 
ated in the light of that objective, and the Treasury is amenable to such changes 
in the proposals as may serve to further that objective. It is as important, in 
the Treasury view, to exclude from the provisions those investments which are 
clearly made for non-tax reasons as it is to include those investments which are 
made for tax reasons. However, in achieving these purposes, it remains neces 
sary that there be objective standards which may be administered with a mini 
mum of uncertainty and controversy. .

A. INCENTIVES COVEEED BY PBOPOSAL

The following incentives would be considered as major tax inducements to 
investment to be covered by the proposal:

1. Exemption from Income Taas.—An exemption from income tax of manufac 
turing and processing income for a period of years from the time the facility is 
placed in substantially full operation. A period of more than a single year, per 
haps three to five years from the time operations began, is appropriate, since 
very few companies would make a long term major investment decision based 
solely on income taxes for a very short term period. In setting the period, ac-
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count should also be taken of the fact that the first year or more of operation 
is often, if not usually, a period of tax loss in which a tax holiday is of no bene 
fit. The period prescribed might, alternatively, be measured from the time con 
struction commenced (in which case a longer period would be appropriate) or 
from the time the company commenced to show profits (in which case a shorter 
period would be appropriate).

2. Rate Reduction or Partial Exemption.—A reduction of the generally ap 
plicable corporate income tax rate of more than 30 percent for manufacturing 
and processing income (including situations in which the equivalent of such 
a rate reduction is achieved through "reinvestment reserves," i.e., deductions 
allowed by some countries for profits reinvested in the business).

3. Capital Cost Recovery Incentives.—Any combination of depreciation, in 
vestment allowance, and investment credit which results in an aggregate cost 
recovery which is substantially greater than the equivalent U.S. cost recovery 
that would result if such assets were eligible for the investment credit and de 
preciation (other than buildings) were computed under ADR rules. Such a rule 
might, for example, be expressed in terms of an aggregate cost recovery in the 
foreign country which is 50 percent greater than the maximum equivalent U.S. 
cost recovery over some specified period, such as the first 30 percent of the cost 
recovery period assumed for ADR purposes. Some taxpayers have urged that 
depreciation deductions should be deleted from such a test because they are a 
deduction to which the taxpayer is entitled at some point. However, deprecia 
tion is included in the Treasury proposal on the ground that extreme deprecia 
tion deductions can create the practical equivalent of a tax holiday.

4. Grants.—Grants of cash or property would be treated as a cost recovery tax 
benefit, subject to paragraph 3. (To the extent that such grants reduce basis, 
they are comparable to depreciation allowances, to the extent that they do not 
reduce basis they are comparable to an investment credit.)

B. INCENTIVES NOT COVERED BY THE PKOPOSAL

The following incentives would not be major tax inducements to be covered by 
the proposal:

1. Exemptions, Rate Reduction and Capital Cost Recovery Items.—Any such 
item which is not included under the tests described in section A, above.

2. Local Incentives.—Income tax concessions, other than grants, by any local, 
regional or similar governmental authority of a non-national nature, where the 
income taxes at the local governmental level under consideration, in the absence 
of a concession, would constitute less than perhaps 20 to 30 percent of the com 
bined local and national income taxes otherwise applicable.

3. Public Facilities.—Expenditures by a public body of a public or public utility 
character, including improvements to water supplies, sewers, roads, railway spurs, 
harbors and waterways and similar items.

4. Tax Concessions Other Than Income Taxes.—Remission or other conces 
sions of property, transfer, excise, customs duties, and similar taxes, by whatever 
authority imposed.

C. TBEATY EXCEPTIONS

1. General Principles.—Tax treaties would be used to exempt incentives from 
the preceding rules on a bilateral negotiated basis. In order to avoid economic 
disruption during the period required to negotiate treaty exemptions, adjust 
ment might be made in the effective date provisions, as explained below. Any 
such treaty recognition of foreign tax incentives would be contingent upon the 
existence of satisfactory bilateral tax, trade and economic relations with the for 
eign country which would warrant the extension of an incentive to U.S. investors.

The United States need not passively and unilaterally permit tax incentives to 
be offered by any country and accepted by U.S. investors regardless of economic 
distortions that might be involved. In the European Economic Community the 
member nations have, and continue to negotiate rules among themselves, based 
upon reciprocal benefits and with appropriate safeguards, as to which incentives 
will be permitted to affect investment decisions. By requiring that exceptions be 
made by treaty, the United States can recognize appropriate exceptions to the 
general rule but still retain a strong bargaining position with respect to the exces 
sive practices of other countries.
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The Congress can, if it deems it desirable, control the shape of those treaty 
provisions by including standards for treaty exceptions in the Internal Revenue 
Code.

2. Specific Exemptions.—The Treasury Department view is that the tax holiday 
rules and run-away plant rules should not be applied to situations in which there 
is no reasonable possibility that United States exports could replace the foreign 
manufacturing or processing operation. These determinations are best made on a 
country-by-country basis, and not on a company-by-company basis. However, in 
order to allow time for the negotiation of appropriate treaties, one of the follow 
ing alternatives might be provided in the statutory provisions:

(a) The provisions would be effective immediately to determine whether the 
investment constituted a tax holiday or run-away plant investment, but earn 
ings from affected corporations would not be currently taxable to shareholders 
until an effective date following the date of enactment (e.g., 5 years after the 
enactment) at which time they might, or might not, be exempted by treaty, or, it 
they met the criteria described below, by an executive order.

(6) Alternatively, the provisions would be effective immediately except that 
the following categories of operations would be exempt from the effective date 
for a period of five years, and new investments of this type made thereafter would 
be exempt only if covered by treaties or an executive order. Such possible excep 
tions would include:

(1) The flow of raw materials, in crude or processed form, where the country 
of origin and destination are both foreign countries.

(2) Operations where facilities must be located abroad because:
(a) processing must be done before raw materials can be economically

transported,
(6) local law presently requires the foreign production or processing,
(c) excessive transportation costs would make it impracticable to conduct the

operations in the United States, or
(tf) existing tariffs make processing outside the country of destination

uneconomical.
D. WAIVEB OF TAX HOLIDAY BENEFITS

A foreign subsidiary could avoid tax holiday status by waiving tax benefits 
to the extent required to bring them outside the tests described in section A above.

E. QUARANTINE OF HAVEN PROVISIONS

Where there is new investment which is a tax holiday or run-away plant in 
vestment, the earnings from that investment can be quarantined from the earn 
ings of existing investments (so that earnings of the latter will not be affected by 
the new rules). The Treasury proposals contemplated that this would be done by 
using a separate corporation for the new investment, whether or not the separate 
corporation is a subsidiary of the existing foreign corporation. The reason for 
requiring a separate corporation is to facilitate the segregation of earnings.

V. EXPANSION OF EXISTING INVESTMENTS

The 20 percent increased asset test in the proposals is intended as a mechanism 
to identify modernization and replacement of existing facilities and to leave it 
free from the new rules, which would apply only to expansion or wholly new in 
vestments. The "increase" in investment to be used under the test is the excess 
of the cost of new assets over the cost (i.e., unadjusted basis) of assets retired. 
A number of taxpayers have suggested that this test—or at least the 20 percent 
number—is too stringent and would in fact cover normal modernization and re 
placement or expenditures, like those for pollution control, which do not represent 
expansion. Consideration will be given to suggestions for alternative tests which 
might better meet the objective that the proposal should apply only to significant 
expansion of existing activities.

Mr. BURKE The committee stands adjourned and will meet at 10 
a.m. tomorrow.

[Whereupon, at 5: 52 p.m. the committee was adjourned, to recon 
vene at 10 a.m. Thursday, May 10,1973.]

o


